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MUTUAL SECURITY ACT OF 1957 


FRIDAY, JUNE 21, 1957 


House oF REPRESENTATIVES, 
CoMMITTEE ON ForEIGN AFFAIRS, 
Washington, D.C. 

The committee met in executive session, pursuant to call, at 10:40 
a. ni, In room G-3, United States Capitol, Hon. Thomas S. Gordon 
(chairman) presiding. 

Chairman Gorpon. The committee will come to order. We have 
with us this morning Dr. D. A. FitzGerald, Deputy Director for 
Operations, International Cooperation Administration, and also Mr. 
Gwynn Garnett, Administrator, Foreign Agricultural Service, De- 
partment of Agriculture. 

Dr. FitzGerald, have you a statement or do you want to speak 
extemporaneously / 


STATEMENT OF DR. D. A. FitzGERALD, DEPUTY DIRECTOR FOR 
OPERATIONS, INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. FrrzGeraup. Mr. Chairman, I do not have a formal statement 
since we did submit to this committee, and the committee has had 
printed, a comprehensive report on the relationship between the 
commodity disposal program and the mutual security program, which 
I think is before the members of the committee now. 

There is only one element of the mutual security program about 
which I would like to talk at some convenient time, Mr. Chairman; 
and Mr. Garnett and I are available to answer the questions of the 
committee. 

Chairman Gorpon. Proceed as you please. 

Mr. FirzGeravp. This year in the bill that the executive branch 
submitted to the Congress for consideration, it recommended a mini- 
mum of $175 million of mutual security appropriated funds be ear- 
marked for the purchase and sale for local currency of surplus agri- 
cultural commodities. That is under section 402 of the legislation. 
This represents a decline from the amounts required by the corre- 
sponding section in earlier provisions of earlier acts, 

Three years ago the minimum was $350 million; 2 years ago it was 

4300 million; and in the legislation now expiring it is $250 million. 
Ww e have recommended a decline to $175 million for fiscal year 1958. 

[I should like to explain briefly to the committee the reasons for our 
recommendation. There are three of them. 

In the first instance, the program over the last several years has 
shifted in its geographical composition, so we are no longer providing 
assistance in any considerable measure to countries that are tr: adi- 
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tionally large importers of surplus agricultural commodities. ‘That 
is particularly true, for example, in Europe. 

We don’t have the opportunity that was afforded when our programs 
were concentrated largely on Europe to move a large volume of sur- 
plus agricultural commodities in the program, and at the same time 
achieve program objectives. 

The second reason that we recommend a reduction in section 402 
this year is that, as you all know, there are no funds directly appro- 
priated to carry on this provision of law. We have to use funds that 
are appropri: ated in other accounts. We are recommending smaller 
appropriations in these other accounts that will be drawn on to fin: ince 
section 402 sales this year. This current fiscal year which is just 
ending, about $1,400 million worth of appropriations were av: ih ible 
for and were in fact drawn upon to meet the existing minimum re- 
quirement of section 402. 

In the fiscal year 1958 program the major identifiable funds that we 
anticipate drawing upon for section 402 financing is the defense sup- 
port funds, whic h we have recommended at $900 million, a reduction, 
as you will see, from about $1,200 million to $900 million in the funds 
available for the purposes of financing section 402 sales. 

Mr. Vorys. As I listen to you, it sounds as if you intended to finance 
all of defense support under section 402. 

Mr. FirzGerarp. That is my mistake. 

Mr. Vorys. I am sure that was not your intention. 

Mr. FirzGrravp. I certainly did not mean to leave that impression. 
Let me restate that, Mr. Vorys. 

Mr. Vorys. Could I ask you a question at that point? You mean 
that you estimate that you can furnish up to $175 million of defense 
support, approximately that, under the provisions of 402? 

Mr. FrrzGrratp. Yes, sir; in the form of surplus agricultural 
commodities. 

The third reason why we are recommending this figure for fiscal 
year 1958 is that in the last 2 years, in order to meet the minimum re- 
quirements of the law, we have had to undertake what we call “tri- 
angular” transactions. That means that we sell surplus agricultural 
commodities to country A, say to Germany or Italy, take the local 
currency we obtain by that sale to purchase nonagricultural com- 
modities from that country and ship them to the country to which we 
are providing mutual security aid. 

This triangular arrangement first is administratively burdensome. 
It takes a lot of time. It takes a lot of effort. It takes a lot of man- 
hours to work out these triangular transactions. 

In the second place, as the committee I am sure will see, it deprives 
American nonagricultural producers of the opportunity of bidding for 
the furnishing of these non: igricultural aid items, because if you sell 
surplus agricultural commodities to Germany and get deutschemarks, 
an American supplier of generators or an American supplier of struc- 
tural steel or an American supplier of other commodities can’t bid 
and take payment in deutschemarks. So this triangular transaction 
arrangement cuts the American supplier out of an opportunity to 
compete. 

In the third instance, this triangular transaction arrangement is 
inconsistent with our foreign trade policies. The State Department 
has expressed to us its concern that we are making what it calls tied 
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arrangements for sales. This is inconsistent with our policy in 
GATT and it is inconsistent with our general desire to free up inter- 
national trade and eliminate tied arrangements. 

This desire - avoid the necessity of “undert: aking triangular trans- 
actions this year is the third reason why we are recommending to 
the Congress he $175 million for section 402, rather than the higher 
figure that has been in the legislation in the last 3 years. 

The Senate, as I am sure the committee knows, increased the $175 
million to $200 million and at the same time reduced the defense 
support from $900 million recommended by the administration to 
$800 million. 

So that we have as a result of Senate action a lower total fund on 
which to draw for this purpose and at the same time a higher require- 
ment for section 402. This disturbs us very considerably, because it 
is clear if that is the eventual result we won't be able to get out of 
triangular transactions and we will not be able to achieve the objec- 
tives that the mutual security program was designed for in as nearly 
an adequate a way. 

That was the only specific comment I cared to make, Mr. Chairman. 

Chairman Gorpon. Mr. Garnett, will you proceed? Then we will 
open our meeting for the questioning period. 

Do you have a statement ? 


STATEMENT OF GWYNN GARNETT, ADMINISTRATOR, FOREIGN 
AGRICULTURAL SERVICE, DEPARTMENT OF AGRICULTURE 


Mr. GARNETT. Under ‘title I of Public Law 480 we have been given 
an authorization of $3 billion. We have now committed that $3 bil- 
lion and $2.3 billion have been shipped, leaving a carryover of about 
$700 million. 

We have negotiated agreements with 34 countries, in 15 of which 
there are defense support or technical assistance programs under the 
ICA program. 

Out of the $3 billion of CCC value farm products program this has 
resulted in local currence y deposited to the United States of approxi- 
mately $2 billion. 

Fifty-six percent of that has gone for loans for promotion of multi- 
lateral trade and economic development; and another 12 percent has 
gone for military procurement. 

We are now out of money. We expect that the House may pass 
an authorization for an additional billion today. 

This is about the status of our program. The records here before 
you show the detail of the countries to whom the products have gone, 
the detail of the products that have gone, and the planned uses of the 
currency. 


FOREIGN CURRENCY HoLpINGS Not PuRCHASED WITH DOLLARS OF THE UNITED 
STATES TREASURY AND OTHER FEDERAL AGENCIES 


This statement is in response to the inquiry for an administration statement 
of the total foreign currencies now in the hands of United States Government 
or which the Government will possess in the near future as a result of foreign 
aid programs and the operation of Public Law 480 with an indication of who 
decides how these currencies are to be used. 

The statistical information requested is summarized in three attached tables 
which are based on data supplied by Treasury, the ICA, and the Departments of 
Defense, State, and Agriculture. 
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The first table shows the balances of foreign currencies held by the Treasury 
and other agencies on March 31, 1957, the latest date for which reasonably 
complete reports are available. 

The second table shows anticipated collections of local currencies by the Treas- 
ury in the near future after March 31, 1957, as a result of operations under 
existing mutual security and Public Law 480 authority. 

No provision is made in this table for receipts of local currencies under the 
extension of Public Law 480 now under consideration in the Congress nor as 
a result of sales under section 402 of the Mutual Security Act under the fiscal 
year 1958 and subsequent mutual security programs. 

The table is based on Public Law 480 sales agreements expected to be signed 
by June 30, 1957, and on section 402 sales through June 30, 1957. 

The third table shows by decades through the end of the century the antici 
pated repayments of interest and principal on foreign currency loans now out- 
standing and those expected to be made from the local currencies reported on 
the first two tables. 

The following table summarizes the data presented on attached tables IT and TT. 
Over $800 million equivalent of Public Law 4S0 proceeds are in Government 
accounts with more than $1 billion worth still to be received. In addition, the 
ICA and Defense Department are holding over $350 million worth of proceeds 
from the sale of surplus agricultural products under the mutual security pro 
gram with another $300 million worth anticipated in the near future. 

Compared to these sums the balances of local currencies from other sources 
presently held by the Treasury are minor. The status of these funds and the 
authority for their use is discussed helow. The legal requirements and organi- 
zational setup for Public Law 480 proceeds, section 402 proceeds, and other 
Treasury accounts are quite different and they are discussed in that order. 

Public Law 480.—Title I of Public Law 480 authorizes the President to make 
agreements with friendly nations for the sale of surplus agricultural commodi 
ties for foreign currencies. These sales, which are carried out through private 
channels, result in the deposit to Treasury account in banks abroad of the foreign 
currency equivalent of the export value of the commodities 

Section 104 of the act authorizes the use of these foreign currencies for eight 
designated purposes without regard to section 1415 of the Supplemental Appro- 
priation Act of 1958. Section 1415 provides that foreign currencies held by 
the Tnited States may he used only as authorized in appropriation acts 
Foreign currencies net purchased with dollars in U.S. Government account on 

Var. 31, 1957, and anticipated for collection under current mutual security and 

Public Law 480 authority 


Ir lollar eq lent 
| ! 
On han |} Anticipated ! l 
Ma 1, 1957 re pt 
Treasury: 
Public Law 480 collection accounts 690.0 1053.1 1 743.1 
Other accounts 100. 3 , 100.3 
ICA: 
Public Law 480 loan accounts 44.8 2 14.8 
Sec. 402 266. 1 303. 3 WO, 4 
Defense: 
Secs. 402 and Public Law 480 126, 4 2 126, 4 
Housing 92 9 23.9 
Other agencies 1.3 4.3 
Total. _- 1, 255.8 , 356. 4 2, 612. 2 


1 Receipts from miscellaneous sources are not predictable 
2 Subject to allocation from existing and anticipated collections of Public Law 480 sales proceed 


Section 104 does provide that at least 10 percent of the sales proceeds and any 
use of these proceeds for nonmilitary grants shall be subject to section 1415, 
unless that requirement is waived by the President as inappropriate or incon- 
sistent with the purposes of the title. Section 105 of the act provides that any 
payment for these funds by agencies from existing dollar appropriations shall 
be a reimbursement to the Commodity Credit Corporation rather than a miscel 
laneous receipt to the Treasury. 

These authorizations to the President have been delegated by him to various 
agencies of the Government in Executive Order 10560 of September 9, 1954, as 
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amended by Executive Order 10708 of May 6, 1957. Copy of the amended order 
is attached. 

Under the Executive Order responsibility for the negotiation of sales agree- 
ments is delegated to the Department of State, in accordance with instructions 
provided by an interdepartmental committee chaired by Department of Agricul- 
ture, and that for the negotiation of loan agreements and the administration of 
loans to the ICA. 

Responsibility for allocating specific amounts of sales proceeds to the agencies 
responsible for purposes other than loans is delegated to the Director of the 
Bureau of the Budget. The waiver authority in section 104 is also delegated to 
the Director of the Bureau. 

In practice, this complex set of legal authorities and responsibiilties works 
by means of a system of close interagency coordination. Requests for a foreign 
currency sales agreement, which may originate in the recipient country, in the 
Department of Agriculture or the Department of State, are analyzed by the staff 
of those Departments and the ICA, and presented for consideration to an inter 
agency committee made up of representatives of the Departments of State, Treas 
ury, Defense, and Commerce, the Budget Bureau, the ICA, the ODM, and the 
USIA, under the chairmanship of the Department of Agriculture. 

This conunittee reviews and agrees on the terms of the proposed agreement. 
These terms always include specification of the commodities to be sold by kind 
and value, usual marketings conditions, exchange rate, and currency deposit 
procedures, and a basic division of the currency proceeds between those which 
will be used for the benefit of the purchasing country on a loan or grant basis 
nnd those which the United States is free to use for other purposes, While the 
texts of sales agreements vary in detail from case to case a copy of a typical 
recent agreement is attached for information. 

While the sales agreement always specifies the proportion of proceeds to be 
used for loan or grant to the receiving country, it normally does not specify 
the share of proceeds to be used for each of the “United States use” purposes. 

Instead, these are normally grouped within the specified total with flexibility 
reserved for the subsequent allocation process. However, at the time of the sales 
agreement there is frequently an indication from participating agencies as to 
what their prospective needs for local currencies will be and a tentative and 
informal earmarking of proceeds mong alternative claimants. This proposed 
pattern of use may or may not be communicated during the negotiation of the 
agreement to the recipient country. 

The proposed pattern of use is not regarded as binding by the Director of the 
Bureau of the Budget, although it has been given great weight in Bureau 
allocations. 

Control over the timing of withdrawal of Public Law 480 proceeds from the 
Treasury deposit accounts is exercised by the Budget Bureau through the 
apportionment process. In general, this control is used to insure that the 
amounts reserved by the sales agreement for United States use are protected 
in total and in timing of availability. Generally, the first priority is given to 
transfers to the Treasury for sale to agencies in accord with section 1415. 

Agencies Which acquire foreign currencies, whether by purchase from the 
Treasury or by allocation and apportionment without regard to section 1415 are 
responsible for their proper use as if they were appropriated funds. They are 
obligated, disbursed and reported and audited under essentially the same rules 
as apply to the agencies’ regular appropriations. 

The decision-making process on Public Law 480 sales proceeds is a long and 
complex one, starting with the negotiations of the sales agreement and ending 
up With disbursement by responsible agencies. 

It is characterized throughout by a high degree of interagency consultation 
and coordination. This is necessary because of the interweaving of domestic and 
foreign policy considerations involved in Public Law 480 sales and is recognized 
in the law in that responsibility is placed on the President. 

The great bulk of Public Law 480 balances and anticipated deposits shown on 
the attached tables are already committed. They will be drawn in the near 
future for loans to the recipient countries and for other uses, in accordance 
with the terms of the sales agreements and allocations issued by the Bureau 
of the Budget. 

Allocations are normally in terms of the total amount designated for a use 
in a sales agreement and frequently are issued prior to the full deposit of the 
proceeds of the agreement 
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In fact, under the amended wording of the Executive Order the amounts for 
loans specified in the sales agreements are considered allocated automatically 
without need for formal action by the Bureau of the Budget. Therefore, the 
status of allocations cannot be related to the cash balances of any given date. 

They are best reviewed on a program basis rather than a cash account basis. 
The situation on this basis is summarized in the table attached to the June 5 
letter of the Director of the Bureau to Senator Humphrey. 


MUTUAL SECURITY SALES PROCEEDS 


Section 402 of the Mutual Security Act directs the ICA to use at least $250 
million of the fiscal year 1957 appropriation available under that act for the 
sale for local currencies of surplus agricultural commodities. 

The proceeds of the sale are to be used for the same purposes as the dollars 
used to purchase the commodities. This requirement is the latest of a series of 
similar provisions starting with section 550 of the Mutual Security Act of 1953 
which provided that the sales proceeds be used for mutual security purposes. 

These local currencies are in effect purchased with current mutual security 
appropriations and are available only for mutual security purposes. The sale 
proceeds are deposited initially in Treasury account but are transferred simul- 
taneously and automatically by the Treasury to ICA account. Control over their 
use lies entirely in the hands of the Director of the ICA subject to normal agency 
fiscal procedures and accountability. 


OTHER TREASURY FOREIGN CURRENCY ACCOUNTS 


The third column on the attached table of local currency balances on hand on 
March 31, 1957, shows the Treasury balance of various accounts other than the 
Public Law 480 deposit accounts. 

While some of these accounts are subject to particular restrictions established 
by agreement with the host country they are virtually all characterized by the 
requirement that use of funds in them is subject to section 1415 of the Supple- 
mental Appropriation Act of 1953 and must be paid for out of available agency 
appropriations. 

The largest component of the $100.83 million balances indicated in this column 
is $43.6 million equivalent which has been transferred from Public Law 480 
deposit accounts to Treasury sale accounts in accordance with allocations from 
the Budget Bureau and in anticipation of agency needs, but which have not yet 
been purchased by agencies. 

The total also includes $27 million equivalent of 10 percent counterpart re- 
sulting from mutual security grant aid which is available for Treasury sale. 
The figures shown also include receipts from the sale of war surplus ($9.5 
million), reimbursements received under the mutual defense assistance program 
($6.5 million) and balances resulting from the information media guaranty 
program (6.8 million) and smaller amounts from other sources. 

Since these sums are all subject to section 1415, no decision regarding their 
use is needed in the same sense as applies to the Public Law 480 or section 402 
proceeds. 

They are subject to the normal fiscal management of the Treasury and their 
ultimate use is an automatic function of agency operations since Treasury 
Regulation 930 of October 1953 requires all agencies with obligations payable 
in foreign currencies to check with the Treasury concerning the availability of 
Treasury-owned balances prior to purchasing needed currencies in the market. 
This regulation also requires agencies to purchase Treasury-held currencies, 
if available, rather than resorting to open market purchases. Foreign currencies 
are sold by Treasury to agencies at the rate the agencies could have obtained 
in the market if none had been held by the Treasury, regardless of the rate at 
which they were deposited. 

Thus, any exchange loss falls on the Treasury, or on the Commodity Credit 
Corporation in the case of purchased Public Law 480 currencies, rather than 
on the using agency. 

The balances in the Treasury “other” accounts have been converted to dollar 
equivalents at the current sale rates, rather than at the deposit rates used for 
the other figures in the tables. 
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TABLE I.—Foreign currencies acquired without purchase with dollars in U. S. 
Government accounts on Mar. 31, 1957 


{Millions of dollar equivalents at deposit exchange rates] ! 


| | 
| Treasury accounts 
i 
| 
| Public Law 
Country Total 480 sales 
collection | Other! 
| accounts 
(1) (2 (3 
Afghanistan | 1.2 
Argentina 24.1 21.5 2.6 
Austria 36.7 19.6 (8) 
Belgium 5 4 
Bolivia 3.3 
Brazil 16.2 9.5 9 
Burma 8.0 6.6 1.3 
Cambodia 2.1 (3) 
Ceylon 
Chile 23. 5 20. 1 1.2 
China 18.5 5.8 1.6 
Colombia 12.6 21.0 6 
Denmark 1.9 3 
Dominican Re- 
public (3) (3) 
Ecuador 1.3 1.0 (3) 
Egypt 19.8 51.0 2.3 
Ethiopia a on 
Finland 22.4 18.9 1.5 
France - .6 (3) 2 
Germany, West 39. 7 ah 13.7 
Greece | 43.3 24.0 2. 1 
Guatemala in 
Haiti a a 
Honduras.- - - ( 
Hungary (3) ( 
Iceland (8) 
India 92. 5 60.7 9.7 
Indonesia 52.9 50.9 2.0 
Tran 3.3 3. 1 2 
Iraq 2 2 
Israel 54.7 34.3 5.8 
Italy 77.9 14.3 1.0 
Japan 63.1 11.0 4.2 
Korea 33. 1 12.8 2.9 
Laos 0.) 
Netherlands 7.1 2 
Nicaragua ( 
Norway 2.8 5 
Pakistan 74.0 18.0 4.0 
Paraguay 0.7 0.7 
Peru 2.9 2.2 2 
Philippines 19.7 4 
Poland 0.1 om 
Portugal 9.9 5 1.0 
Somalia 
Spain 162. 4 105. 1 13.7 
Switzerland -2 
Thailand 1.7 1.2 4 
Tunisia 
Turkey 7.7 15,7 2.0 
United Kingdom 52.0 20. 2 2 
Vietnam 10.1 1.6 
Yugoslavia 240.7 120. 4 22.4 
1, 255. 8 oO, ( 100.3 


Treasury accounts other than Public Law 
rates. 


All held by Department of Agriculture for market development. 
for purchase of strategic materials have not yet been drawn from Treasury account. 








ICA accounts 


Secs 


550, 402, 


pre )- 


} 
ceeas 


to 








266. 1 


| 
| 


funds al- | Public Law| 480 funds 
505 sale} located 


| 
| 
| 
| 


Other 


Defense accounts 


| 
Public Sees. 550, | 


Law 480 | 402 and 


| Public Law 

| 480 funds 
allocated 
for other 


| Public Law 


| 


480 funds | allocated 


| for loans | allocated | for military} United 
and for military) housing | States 
grants | assistance | uses 2 
| | 
(5) | (6) (7) (2) 
(3) 
cy... 5.6 | a 
| 3 
§.3 | 5 
| 
2.2 (?) 
3 code 
| " 
1.0 
4.6 1 
| 
| 
1.4 11.8 5 
19.9 17.7 9.0 13 
“ 
| 
1.8 
10.7 
| (*) 
3.4 
1.5 8.1 1.3 | 
a 
° \ 
13.7 8.0 
62. 6 (3) : 
44.8 126. 4 23.9 4.3 


480 collection accounts are shown at current Treasury sale 


Apportionments available to GSA 
Amounts drawn by 


State for educational exchange have already been disbursed to binational Educational Exchange Commis- 


sions, 
§ Less than $50,000. 


No funds have yet been apportioned to State for schools or to USIA for books or community centers. 
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Taste IIl.—Estimated local currency collections after Mar. 31, 1957, under cur- 
rent mutual security and Public Law 480 authority * 


{Millions of dollar equivalents at current deposit exchange rates] 





Total, sum 


} 


Cumulative 
Public Law 


Publie Law 
480 sales 


Anticipated collections 


Country of columns 480 sales proceeds to 
4and 5 agreements Mar. 31, Public Law 
to June 30, 1957 480 See, 402 
1957 
] (2 (3) (4) 

Afghanistan 
Argentina 3. 0 By 28. 1 3.0 
Austria 23.8 $0.9 22.2 18.7 5.1 
Bolivia 23.6 6.8 6.8 16.8 
Brazil 140. 2 179. 9 39.7 140. 2 
Burma 14.9 22.7 7.8 14.9 
Cambodia 
Ceylon 2.2 2.2 
Chile 4.4 6 25. 2 14.4 
China 30. 7 9.8 7.3 2.5 28. 2 
Colombia 21.3 7.3 16.0 21.3 
Denmark 
Dominican Republic 
Ecuador 4.7 8.1 3.4 4.7 
Egypt 4 19.6 19.2 4 ( 
Ethiopia 
Finland 2.2 23.9 21.7 2 
France 37.9 2.1 6 1.5 6.4 
Germany 20.0 1.2 1.2 20.0 
Greece __ 9.4 16, 2 36.8 9.4 
Guatemala 4.3 1.3 
Haiti 
Honduras 
Hungary 
Iceland 2.8 2.8 2.8 
India 318. 8 360. 1 73. 2 86. 9 31.9 
Indonesia 13.9 06.7 52 8 13.9 
Iran 6.9 12.4 5.7 6.7 2 
Iraq 
Israel 18. 6 51.6 50. 2 1.4 15.2 
Italy 83. 4 127.9 50.3 77.6 5.8 
Japan ai. 8 150.8 129.7 21.1 
Korea 91.5 81.6 34.7 465.9 44.6 
Laos 3 3 
Netherlands 3 3 3 
Nicaragua 
Norw iV 
Pakistan 6.0 120. 7 65. 6 1 9 
Paraguay 2.3 3.0 7 2.3 
Peru 8.7 17.4 8.7 8.7 
Philippines 32.4 13.5 13.5 18.9 
Poland 19.0 19.0 19.0 
Portugal 7.1 74 
Somalia 1.0 1.0 
Spain 60. 2 186.3 135.2 1.1 9.1 
Thailand 2.6 16 2.0 2.6 
Tunisia 1.0 1.0 
Turkey 12.9 115.8 51.6 64.2 8.7 
United Kingdom 28. 0 4 27.4 8.0 20.0 
Vietnam 16.2 16. 2 
Yugoslavia 117.5 21.5 120 101.0 16.5 

Total ehebilis 1, 356. 4 2, 097. 7 1, 044. € 1, 053. 1 303.3 

1 Does not include proceeds from Public Law 4 il inder the $1 b oO yn now before t Co 

gress, nor sec. 492 sales under fiscal year 1958 or subsequent MSP appri 


2 Less than $50,000. 
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TABLE III.—EHstimated collections of principal and interest on foreign currency 
loans issued or to be issued by ICA under authorizations available under Public 
Law 665 and Public Law 480 through June 30, 1957 


{In millions of dollar equivalents] 


Estimated collections of principal and 
| | interest 


Country | Source of loan Loan ial, ’ , OS oe 
amounts | | 
Mar. 1, | 1961-70 | 1971-89 | 1981-90} 1991- 
1957-60 | 1999 
(1) (2) 1: @ be (6) (7) 
| 
Argentina | Publie Law 470 20.0 | 8.9 10.6 11.9 8.6 
Austria Publie Law 480 26.3 0.1 | 12.2 | 14.0 14.8 10.2 
Bolivia do 5.4 | 2.5 | 2.9 3.3 2.4 
Brazil do 149. 2 66.3 | 79.0 90.8 63.8 
Burma | do 18. 1 7.1 9.2 10.8 7.6 
Do Mutual security program 25.0 | 1.5] 13.3 15.0 10.5 
Ceylon | do 2.5 1.1 | 1.3 1.5 1.1 
Chile Public Law 480 31.7 } 12.3 14.6 16.5 11.8 
Do Mutual security program Py 7 | 4 
Colombia | Public Law 480 22. 2 | 10.9 14.8 8.7 5.1 
Costa Rica Mutual security program - -. 2.0 ee 1.0 
Denmark do 2.3 4 2.2 l 
Ecuador Publie Law 480 6.3 | | 6.3 1.6 
Do Mutual security program 2.0 | Las 1.0 
Egypt —— 7.5 6 3.4 | 4.1 4.7 2.6 
Greece Public Law 480 47.6 20.1 | 24.3 42.7 17.4 
Do Mutual security program 35. 0 8 15.7) 18.7 21.3 14.1 
Honduras do 3.0 1.3 1.6 1.8 1.3 
Iceland Publie Law 480 2.2 1.5 1.6 
Do Mutual security program 9.0 8 5.0 4.9 3.0 2.1 
India Public Law 480 234. 1 104. 4 124.4 140.5 100.1 
Do Mutual security program 122.5 3.7 37.0 413.9 6 32.0 
Indonesia Public Law 480 77.4 34.5 | 41.2 46.5 33.0 
Do Mutual security program - - . 15. 0 8.1 7.8 7.4 4.5 
Iran Public Law 480 2.5 1.1 1.3 1.5 1.1 
Do Mutual security program 
Israel Public Law 480 36. 8 7 19.2 25. 3 20. 6 4.5 
Do Mutual security program 40.0 1.9 18.7 21.1 23.3 13.4 
Italy Public Law 480 88. 0 39.3 16,8 52.9 37.6 
Japan do 108.9 9.2 49. 6 58.8 66. 0 38. 6 
Morocco Mutual security program 20.0 8.9 10. 6 12.0 8. 6 
Pakistan Publie Law 480 | 23. 6 10. 5 12.5 14.2 10.1 
Do Mutual security program 88. 0 2.1] 39.0 16. 4 52. 6 34.4 
Paraguay Public Law 480 2.3 1.3 1.9 3 
Do Mutual security program 1.0 8 5 
Peru Public Law 480 12.6 7.95 7.9 2.9 2.1 
Do Mutual security program 2.0 1.7 1.0 
Philippines Public Law 480 6.6 2.9 3.5 1.0 2.8 
Do Mutual security program 20.0 8.9 10. 6 12.0 8.5 
Portugal Public Law 480 3.4 2.1 Le 1.4 .8 
Spain do 113.1 6 0.6 60. 2 68. 0 47.3 
Do Mutual security program 20.0 > 9.2 10.9 12.2 6.5 
laiwan do 60. 0 bad 27.2 32.0 39. 2 23. 9 
Thailand Public Law 480 2.1 1.0 1.3 6 4 
Do Mutual security program 20.0 8.9 10. 6 12.0 8.5 
runisia do 2. 5 Lee 1.3 1.5 1.1 
lPurkey Public Law 480 89. 3 39. 9 37. 5 53. 6 38. 2 
Do Mutual security program 70.0 1.2 1.9 37.5 42. 5 28. 2 
Vietnam iT) 50.0 1.0 22. 4 26.7 30. 1 20. 4 
Yugoslavia Public Law 480 82.7 36. 7 14.0 49.7 35,3 
Do Mutual security prograt 28. 5 12.7 15. 2 17.1 12.1 
otal ..| 1,860.9 25.8 819.9 963.9 |1, 082. 1 712.3 


EXECUTIVE ORDER No. 10560 DATED SEPTEMBER 9, 1954, AS AMENDED BY EXECUTIVE 
ORDER No. 10708, DATED May 6, 1957 


ADMINISTRATION OF THE AGRICULTURAL TRADE DEVELOPMENT AND ASSISTANCE ACT 
OF 1954 


By virtue of the authority vested in me by section 301 of title 3 of the United 


States Code (65 Stat. 713) and as President of the United States, it is ordered 
as follows: 

SecTron 1. Department of Agriculture. EXxcept as otherwise provided in this 
order, the functions conferred upon the President by Title I of the Agricultural 
rrade Development and Assistance Act of 1954 are hereby delegated to the 
Secretary of Agriculture. 
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Sec. 2. Foreign Operations Administration. The functions conferred upon the 
President by Title II of the Act are hereby delegated to the Director of the 
Foreign Operations Administration. 

Sec. 3. Department of State. (a) The functions of negotiating and entering 
into agreements with friendly nations or organizations of friendly nations 
conferred upon the President by the Act are hereby delegated to the Secretary 
of State. 

(b) All functions under the Act, however vested, delegated, or assigned, shall 
be subject to the responsibilities of the Secretary of State with respect to the 
foreign policy of the United States as such policy relates to the said functions. 

(c) The provisions of Part III of Executive Order No. 10476 of August 1, 1953 
(18 F. R. 4537 ff.), are hereby extended and made applicable to functions 
provided for in the Act and to United States agencies and personnel concerned 
with the administration abroad of the said functions. 

Sec. 4. Foreign Currencies. (a) There are hereby delegated to the Director 
of the Bureau of the Budget (1) so much of the functions conferred upon the 
President by the Act as consists of fixing from time to time the amounts of 
foreign currencies which accrue under Title I of the Act to be used for each of 
the several purposes described in paragraphs (a) to (f), inclusive, and (h) to 
(j) inclusive, of section 104 of the Act, and (2) the function conferred upon 
the President by the last proviso in section 104 of the Act of waiving the 
applicability of section 1415 of the Supplemental Act, 1953. 

(b) The Secretary of the Treasury is hereby authorized to prescribe regula- 
tions governing the purchase, custody, deposit, transfer, and sale of foreign 
currencies received under the Act. 

(c) The foregoing provisions of this section shall not limit section 3 of this 
order and the foregoing subsection (0) shall not limit subsection (a) above. 

(d) Purposes described in the lettered paragraphs of section 104 of the Act 
shall be carried out, with foreign currencies made available pursuant to section 
4 (a) of this order, as follows: 

(1) Those under section 104 (a) of the Act by the Department of Agriculture. 

(2) Those under section 104 (b) of the Act by the Office of Defense Mobiliza- 
tion. The function, conferred upon the President by that section, of determining 
from time to time materials to be purchased or contracted for a supplemental 
stockpile is hereby delegated to the Director of the Office of Defense Mobilization. 

(83) Those under section 104 (c) of the Act by the Department of Defense 
or the Department of State, as those agencies shall agree, or in the absence 
of agreement, as the Director of the Bureau of the Budget shall determine. 

(4) Those under sections 104 (d), (e), and (g) of the Act by the Foreign 
Operations Administration. The function, conferred upon the President by 
section 104 (g) of the Act, of determining the manner in which the loans pro- 
vided for in the said section 104 (g) shall be made, is hereby delegated to the 
Director of the Foreign Operations Administration. 

The amounts of foreign currencies which accrue under Title I of the Act to 
be used for loans described in paragraph (g) of section 104 of the Act shall 
be the amounts thereof specified, or shall be the amounts thereof corresponding 
to the dollar amounts specified, for such loans as sales agreements entered into 
pursuant to section 3 (a) of this order. 

(5) Those under section 104 (f) of the Act by the respective agencies of the 
Government having authority to pay United States obligations abroad. 

(6) Those under section 104 (h) of the Act by the Department of State. 

(7) Those under section 104 (i) of the Act by the United States Information 
Agency. 

(8) Those under section 104 (j) of the Act by the Department of State and 
by the United States Information Agency in accordance with the division of 
responsibilities for the administration of section 203 of the United States 
Information and Educational Exchange Act of 1948 (62 Stat. 6) provided by 
Reorganization Plan No. 8 of 1953 (67 Stat. 642) and Executive Order No. 10477 
of August 1, 1953, and by subseqent agreement between the Department of State 
and the United States Information Agency. 

Sec. 5. Reports to Congress. The functions under section 108 of the Act, with 
respect to making reports to Congress, are reserved to the President. 

Sec. 6. Definition. As used in this order the term “the Act” means the Agri- 
cultural Trade Development and Assistance Act of 1954 (Public Law 480, ap- 
proved July 10, 1954, 68 Stat. 454) and includes, except as may be inappropriate, 
the provisions thereof amending other laws. 

DwiGcuHTt D. EISENHOWER. 

THe WHITE HOUSE. 
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Chairman Gorpon. Thank you very much, Mr. Garnett. 

I want to direct a question to Dr. FitzGerald. Are any of the sur- 
plus farm products going behind the Iron Curtain under either the 
Mutual Security Act or Public Law 480? 

Mr. FrrzGrrap. Yes. In 2 years small quantities of food products 
were shipped back of the Iron Curtain to East Germany, to Hungary, 
perhaps 1 other country in connection with floods that occurred in 
that area 2 years ago. 

These shipments were made to friendly peoples. They were not 
made to the governments, and the distribution was through the Red 
Cross. 

Chairman Gorpon. Dr. FitzGerald, I would like for you to furnish 
a breakdown showing what countries received this surplus food, in- 
dicating the nature of the emergency. 

Mr. FirzGerarp. It may alre ady be in this report. 

Mr. Vorys. I think we have it before us. 

Chairman Gorpon. Is that already covered ? 

Mr. FrrzGrratp. It is page 46. There is a table on that page, Mr. 
Chairman. Czechoslovakia, $2 million; Soviet-occupied Germany, 
$0.8 million; Hungary, $13.7 million. Yugoslavia, I don’t believe is 
considered as back ‘of the Iron Curtain. 

The other 3 would add up to $16.5 million. 

Mrs. Boiron. Does any of this material go to the Palestine 
refugees ? 

Mr. FirzGrrAvp. Under these two pieces of legislation, no. They do 
get agricultural surpluses. 

Mrs. Bouron. How do they get them ? 

Mr. FrrzGrravp. They get them in two ways. One is by purchase 
with the funds that are—— 

Mrs. Bouron. Who purchases them? The U. N.? 

Mr. FrrzGrrautp. The U. N. purchases them, Mrs. Bolton. And, 
second, they get some through the voluntary relief agencies. 

Mrs. Bouron. CARE, Red Cross, and so forth ? 

Mr. FirzGeratp. The Red Cross would not be included. 

Chairman Gorpon. In the case of Czechoslovakia, Doctor, as to sur- 
plus food, was it all through the Red Cross ? 

Mr. FirzGeravp. That was distributed through non-Czechoslovak 
Government agencies. It was distributed through the Red Cross. 

Chairman Gorpon. Was any of it handled directly through the 
Government ? 

Mr. FrrzGeraup. It was not handled through the Government at 
all. The Government did approve our handling it through these non- 
governmental agencies. But the Government had nothing to do with 
it at all. 

Chairman Gorpon. Thank you, Doctor. Mr. Vorys. 

Mr. Vorys. I am looking at this analysis of foreign currency hold- 
ings. I want to see if I have it straight. Turning to table I, as it 
was set up, I thought that Treasury accounts amounted to 
$1.255.800,000. 

Chairman Gorpon. Mr. Vorys, we have a statement here on foreign 
currency holdings. 

Mr. Vorys. Apparently, though, the $100.3 million set out at the 
foot of column 3 is the only part that was a Treasury account as of 
March 31, 1957; is that correct ? 


92522—57—pt. 6——2 
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Mr. FirzGeravp. The $690 million was also in Treasury accounts as 
of that date, Mr. Vorys. All Public Law 480 sales, collections are in 
the first instance deposited in the Treasury account and then, on alloca- 
tion of the Bureau of the Budget, are transferred to other accounts or 
sold by the Treasury. So that the $690 million, as of the cutoff date 
of March 31, was also in Treasury accounts. 

Mr. Vorys. The Treasury account there just covers the two columns, 
doesn’t it ? 

Mr. FirzGerawp. Yes, sir. 

Mr. Vorys. But in the Treasury account only $100 million is subject 
to appropriation by the Appropriations a is that correct ? 
We are having on the pending exter ision of Public Law 480 quite a 
discussion of section 1415 of the Supplemental Appropriation Act, 
which attempts to have foreign currencies subject to the same rules 
as apply to United States currency ; that is, go through the appropria- 
tion procedure. 

I just wanted to get it clear that on the balances up to March 31, 
only that $100 million was subject to appropriation by the Appropria- 
tions Committee; is that correct ? 

Mr. FirzGreratp. My understanding, Mr. Vorys, is that that is 
correct, with this additional explanation. The Treasury may and does 
sell this local currency for appropriated dollars. And, in fact, my 
understanding is most of the non-Publiec Law 480 currencies are dis- 
posed of in that way: that is, they are purchased with appropriated 
dollars so that the C ongress has control over those funds by virtue of 
the fact that any Government agency that wants the use of them has 
to buy them for dollars, and the dollars go into the miscellaneous 
receipts of the Treasury. The dollars obtained from sales of Public 
Law 480 local currency are reimbursed to CCC. 

It is my understanding, also, that the Congress could appropriate 
those directly without dollar reimbursement if it desired to do so, 
but it has not at the moment desired to doso. Do I make myself clear? 

Mr. Vorys. Is the amount that the Treasury disposes of in that 
manner set forth in this document that we have before us? 

Mr. FrrzGeratrp. It is not set forth in this document. 

This was in response to a request for the amounts that it had on 
hand, but they could be obtained and submitted to the committee, 
if they wish. 

Mr. Vorys. I thought they might be in there. 

Mr. FrrzGerarp. I am sorry, sir; it is not. 

Mr. Vorys. I just wanted to get this straight. Turning to table IT, 
the titles. I don’t know whether I understand what those titles are. 
Cumulative sales agreements. That would be under 480. That $2,097 
million is expected to be consummated by June 30? 

Mr. FrrzGerap. Yes, sir. 

Mr. Garnett. They have been, and the $2,097 million is the amount 
that is expected to accrue when those shipments are made. Mr. 
Vorys, this will be the amount really that is due in total. 

Mr. Vorys. The next column has sales proceeds of $1,044,600,000. 
Is that the amount that was received up to March 31? 

Mr. FrrzGerarp. Yes, sir. 

Mr. Vorys. What we are talking about, still to have something to 
happen to it, is the $1,053 million in column 4—it is the difference 
between 3 and 4? 
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Mr. FrrzGeravp. That is right. 

Mr. Vorys. Anticipated collections ? 

Mr. FrrzGreraup. Two and three. 

Mr. Garnett. I might also say in the $1,053 million two items are 
represented. One is those agricultural products that have not yet 
been shipped, and the other is a reporting delay of sometimes as much 
as 2 months in the reporting to the Treasury of the deposit of the 
funds. 

Mr. Vorys. One other question, Mr. Chairman: In this second table, 
for India you have $318,800,000. This hearing right now is part of the 
hearing on the mutual security program. In our books as to India 
there is quite a small amount set forth under mutual security for fiscal 
1958. But there is nowhere in the tables shown that India is to re- 
ceive this very substantial amount under Public Law 480. You could 
well say that it doesn’t come under that law. But when we, both around 
this table and on the floor of the Congress, try to figure the amount 
of foreign aid that is going out, it seems to me that in the Mutual 
Security Act we ought to have in front of us all that is being done for a 
country under any law. 

Mr. FrrzGrratp. May I comment on that, Mr. Vorys? The $318,- 
800,000 represents the value in local currency of the Public Law 480 
and section 402 sales. Of the Public Law 480 sales there is some $66 
million local currency reserved for United States obligations. The 
loan that would be made of these funds would be $234.1 million. It 
isa matter of degree, not of substance. 

All of the sales proceeds are not loaned back to India. Only a 
portion of them; in the case of India, 254.1 million. 

Mr. Proury. Did you say 56 million ? 

Mr. FrrzGeratp. 66.2 million is reserved for United States obli- 
gations. 

Mr. Vorys. Is the balance loaned to India or is it a grant ? 

Mr. FirrzGerarp. $234.1 million is loaned to India. 

Mr. Vorys. At the bottom of table IT, you have anticipated col- 
lections, $1,356.4 million. How much of that is to be grants and how 
much isto be loans? 480 and 402, anticipated collec ‘tions under both ? 

Mr. FrrzGrrarp. All of the anticipated collections under Public 
Law 480 allocated to ICA with very minor exceptions, which we could 
put in the record, will be loan. 

Of the section 402 sales proceeds, about 25 percent of that will 
be loan. 

Mr. Vorys. Would it be safe to say that $1,200 million would be 
loaned? What would be your guess as to what is going to be loaned 
out of that amount ? 

Mr. FirzGerarp. J think that would be a close guess on all loans of 
local currency from Public Law 480 and fiscal year 1957, Section 402: 
Sales Proc eeds. 

Mr. Vorys. Thank you. 

Chairman Gorvon. Mr. O'Hara. 

Mr. O'Hara. No questions, Mr. Chairman. 

Chairman Gornon. Mr. Prouty. 

Mr. Proury. Doctor, re ferring again to the bottom of page 2, 50 
percent in column 5 will be in the form of loans and 100 percent -in 
column 4. Is there a breakdown anywhere to indicate the nature of 
the loans, the purposes for which they will be made? 
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Mr. FrrzGeravp. Yes, sir: there is. 

Mr. Proury. I haven’t had a chance to read this. 

Mr. FrrzGeravp. It is not in the document that you have in your 
hand, Congressman. But in this printed document there is on page 42. 
Tt is the committee print. 

Chairman Gorpon. It is June 6. 

Mr. Proutry. I haven’t seen that until this morning. I assume it 
has been available. 

Mr. FirzGrraup. On page 42 of the committee print there is a listing 
showing for the countries for which loan agreements have been com- 
pleted and projects approved, the specific uses for which the money is 
approved. Each project is described in this table. 

I want to make it clear to the committee that the loan agreements, 
while they are generally provided for in the sales agreements, are 
comple ted subsequent thereto. 

And as of May 6 loan agreements totaling $386 million have been 
completed ; projects thereunder to the extent of $331 million have been 
approved in 15 countries. 

Mr. Proury. Those are under Public Law 480 ? 

Mr. FirzGeravp. That is right. 

Mr. Provury. Is there anything that shows the same under 402? 

Mr. FirzGeratp. We can submit for the record the same thing for 
section’402 for fiscal year 1956 which will be illustrative of the fiseal 
year 1957 projects. It is not in this report. 

Mr. Provury. I would appreciate it if that could be done. 

(The information is as follows :) 

Section 402 sales proceeds: Approved projects and allotments for nonproject 

assistance 


[Million dollars equivalent] 


Country Tota Description of project 


APPROVED PROJECTS 





Total $109.0 

Germany 10.0 | Berlin reconstruction program 

Spain 40.5 Agricultural and natural resources, 18.7, including irrigation, reclama- 
tion and resettlement, reforestation and watershed control; industry 

d nining, 21.6, including hydraulic works; other, 0.2 ; 

Philippines 10.6 Indu strial development center, 6.7; community de velopment, 3.9. 

Taiwan " 29.3 Ag ieaiee ral and natural resources, 5.1, including r farm reclam ition, 
fisheries rehabilitation; industry and mining, 16.6, including 
power transmission and distribution, small industry fund; trans- 
portation, 2.8, including road and harbor improvement; health 
and sanitation, 2.1; education, 1.9; direct military support, 8; 
other, 2.8 

Bolivia 8.6 | Agricultural and natural resources, 4.7, including agricultural credit: 


transportation, 1.3, including road construction and repair; health 
ind sanitation, 1.2; education, 0.7; colonization and resettlement, 0.7. 


NONPROJECT ALLOTMENTS ! 


Total 182.2 
Franc 11.2 
Iceland 2.3 
Spain 2.8 
United Kingdom 21.1 
Greece. 34.3 
India 3.9 
Iran 2.8 
Pakistan. __- 2.0 
Turkey 7.8 
Cambodia 1.1 
Korea _. 32. 6 
Vietnam. - -- ; 60. 4 


1 Includes allotments for mili tary sup} sort and procure ment under triangular trade transactions 


Note.—Data may not add because of rounding, 
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Mr. Vorys. Would the gentleman yield for one question I meant 
to ask ? 

Mr. Proury. I yield. 

Mr. Vorys. Isn’t one reason you want to cut down on the obligatory 
total under 402 that you are getting out just about all the surplus 
agricultural products you can under 480, that the amounts are so 
vast under 480 that it limits you as to what you can do under 402; 
is that true? 

Mr. FrrzGeravp. I should phrase it, I think, a little differently. 

Mr. Vorys. You phrase it your way. 

Mr. FrrzGrratp. The availability of surplus agricultural com- 
modities under Public Law 480 has reduced the priority of require- 
ments for food under the Mutual Security Act. 

For example, Mr. Vorys, in the case of Korea, in the past, the last 
2 years there has been a Public Law 480 program for Korea, I think 
legitimately under the law. 

The fact that Korea has been able to get some of its additional 
food imports through Public Law 480 has resulted in a smaller pro- 
portion of the mutual security program than otherwise would have 
been the case going into food products and a higher proportion going 
into things that are considered, relatively speaking, to be more im- 
portant for its economic development and has been taken into account 
in our request for mutual security funds. I think what you have 
said is correct. 

Mr. Vorys. Thank you very much. 

Chairman Gorpon. Are there any further questions ? 

If there are no further questions, the committee will stand ad- 
journed until 2: 30 this afternoon. 

(Whereupon, at 11:15 a. m., the committee recessed until 2:30 
p. m.) 


COMMITTEE OF THE WHOLE ON NATIONAL SECURITY 
AFTERNOON SESSION 


(The committee reconvened at 2:30 p. m., the Hon. Thomas S. 
Gordon, Chairman, presiding. ) 

Chairman Gorpon. Pursuant to our schedule the committee will 
now resolve itself into the Committee of the Whole on National Se- 
curity. 

Mr. Burleson, chairman of the Subcommittee on National Security, 
will preside at this afternoon’s meeting. 

Chairman Burirson. We have with us Col. H. H. Critz, Deputy 
Director, Office of Programing and Control, International Security 
Affairs, Office of the Secretary of Defense. 

Colonel Critz, we will be happy to hear you. 


STATEMENT OF COL. HARRY H. CRITZ, DEPUTY DIRECTOR, OFFICE 
OF PROGRAMING AND CONTROL, OFFICE OF INTERNATIONAL 
SECURITY AFFAIRS, DEPARTMENT OF DEFENSE 


Colonel Crirz. Mr. Chairman and members of the committee, my 
statement is quite lengthy and with your permission I would like 
to summarize it. 
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Chairman Burreson. Your statement will be included in the rec 


ord. 
(The prepared statement of Colonel Critz follows :) 


STATEMENT BY Con, Harry H. Critz, OFFICE OF THE ASSISTANT SECRETARY OF 
DEFENSE (ISA) 


Mr. Chairman and members of the committee, I wish to cover the following 
special military assistance programs: (@) Facilities assistance, (6) mutual 
weapons development, (c) new weapons, (d@) training, (¢) offshore procurement, 
(f) military sales on a cash or credit basis, and (gy) miscellaneous worldwide 
programs. 

FACILITIES ASSISTANCE PROGRAM 
Definition 

The FAP is that portion of the military assistance program designed to assist 
the establishment and expansion of overseas facilities for the manufacture and 
maintenance of essential military equipment, such as facilities for the production 
of ammunition components, guided missiles, jet engine overhaul facilities, ete. 
Projects undertaken within this program must result in a net addition to the 
total capacity of the country concerned, or in an improvement in product to 
meet military requirements. 

Objectives 

The primary objectives of the program are: 

1. To establish logistic support facilities on an active or standby basis near 
the areas of potential combat so that high usage-rate military items will be 
available in the shortest possible time in the event of war. 

2. To decrease United States responsibility for furnishing and maintaining 
military equipment by encouraging recipient countries to produce and maintain 
their own equipment through assistance in developing the necessary facilities 
for this purpose. 

3. To create the production capacity to improve and modernize forces with 
weapons which countries can more readily maintain and which will be tech 
nologically sufficiently advanced to keep pace with Soviet advances in weapons 
technology. 

General policies 

sefore a country is eligible for assistance under this program it must comnnit 
itself to maintain for use in an emergency the aggregate productive and mainte 
nance capacity in the particular field in question, including existing capacity as 
well as that for which assistance is furnished under the program. The country 
must also participate in financing of the project. To date, the financial contribu 
tion by the United States has been 49 percent of the total cost of the projects 

All facilities established through this program are considered in the light of 
overall regional requirements, rather than the requirements of a single country 
Countries receiving assistance must agree to make the products and services of 
the resulting facilities available to other free nations without discrimination in 
price, quality, or delivery schedules. These provisions help to assure the 
regional character of the facilities assistance program. 

Prior to acceptance, all projects are thoroughly appraised either by competent 
engineers from American industrial companies or by military technicians 
Through such a careful screening process it is assured that maximum value is 
received for every dollar of the United States contribution. United States rep 
resentatives in the field review proposed projects to ensure that recipient coun 
tries contribute the maximum amount consistent with their resources. The 
United States contribution consists usually of production equipment and tech- 
nical assistance. The foreign government furnishes the land, structures, labor, 
materials, and some equipment. The facilities constructed by foreign govern 
ments should ultimately result in a decrease to our overseas contributions rather 
than an increase since countries will have the capability of meeting their own 
requirements for emergencies. The type of facilities we support are those for 
which a long life can be anticipated. <A large portion of the facilities previously 
supported were propellant and explosive facilities for which there will be a useful 
application in the coming age of guided missiles. 
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Fiscal year 1954-57 program 

This program began in 1954 and emphasis was placed on developing additional 
facilities for the manufacture of chemical components of ammunition. The 
program has been broadened since then to extend to the development of plants 
for the production or maintenance of various types of military hardware, includ- 
ing spare parts for United States-furnished equipment. Recently emphasis had 
been placed on assisting countries in the production of newly developed weapons, 
such as guided missiles and electronics. The total United States obligations, 
as of June 30, 1956, for this program have been $74.9 million. The major portions 
of the program are discussed below: 

{mmunition.—In 1953 the NATO Alliance, faced with the continuing demands 
for ammunition both in Korea and in Indochina, decided that steps were neces 
sary to increase the European capacity for ammunition production. At that time 
Europe had an annual capability of producing only a 5-day supply of antitank 
ammunition. The production capacity for certain other key types of ammuni- 
tion was also critically deficient. Kurope had an overall capacity to produce 
about 25 percent of its wartime requirements for metal components of ammuni 
tion, excluding newer types. However, the production capacity for the pro 


pellants and explosives required for ammunition was considerably below this 
level. $y a joint application of United States and country funds to certain 


bottleneck industries, it was found that European capacity could be brought up 
toa reasoanble margin of security in case of interruption to transocean shipments 
if an emergency should occur. 

Vaintenance and repair.—lIt is apropriate that European nations utilize Euro 
pean production faciilties to the greatest extent possible in maintaining and in 
modernizing their forces. Equipment of European design can normally be more 
easily maintained because of the ready availability of the various components 
from nearby European sources. The facilities assistance program is a means 
whereby the United States can assist its allies in modernizing their military 
equipment at a minimum of cost to the United States. 

Maintenance projects which have been undertaken include projects for rehabili 
tation and repair of ammunition: naval gunsight and computer repair: repair of 
naval ordnance, sonar and ship superstructure: and repair of F—-S6 airframes, 
hydraulies, and allied electronic equipment. 

Modernization of forcees.—The facilities assistance program enables the United 
States, at a minimum cost, to assist the NATO countries to modernize their 
military equipment. 

It is desirable to obtain a maximum contribution from European nations in the 
utilization of their own production facilities to reequip their forces with modern 
types of European-designed weapons. 

The Soviet bloc has devoted a considerable portion of its national resources 
and technical manpower toward the development of superior advanced weapons. 
A major effort is heing made by the Soviets to surpass the United States and the 
western countries in training technical personnel, both as to quality and quantity. 
Soviet bloc states already have an overwhelming manpower advantage. One 
of the principal deterrents to Soviet aggression has been our superior weapons’ 
technology, which has offset the manpower advantage. With indications point- 
ing to a possibility of the Soviets surpassing United States weapons’ technology, 
an unusual and determined effort must be made by the western world. 

There are two avenues of approach to the problem by the United States. The 
first is to furnish Burope with our new types of advanced weapons continuously, 
recognizing that rapid technical obsolescence would necessitate periodic re- 
equipping of European military forces (about every 5 years). Thus the United 
States would be saddled with a very heavy continuing burden. At present there 
is no alternative. 

The other approach is to establish in Europe a continuing capability to design 
and supply its own advanced weapons. This has an advantage in that it brings 
into play a large reservoir of European scientific and technological skills and 
equipment. It has the further advantage of harnessing to the NATO effort the 
national pride in and financial support of the development and production of 
indigenous-type weapons. This could thus reduce military materiel end items 
given as assistance to NATO, and thereby reduce dependence on United States 
aid. 

Projects in the fiscal year 1956 and fiscal year 1957 programs have includéd 
components for modern weapons and for guided missiles. Projects in the fiseal 
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year 1958 program are primarily directed toward guided missiles systems and 
components. One such component is liquid oxygen. Since it would be both 
costly and hazardous to transport large quantities from the United States, a 
source of supply for large quantities of liquid oxygen must be available close to 
the missile sites. 

There are also projects for large grain propellants for missiles. The double- 
base propellant capacity required for missiles has already been established in 
Europe as a result of previous projects under the ammunition program described 
above. Other projects include components of missiles; e. g., missile-booster mo- 
tors, sustainer motors, and warheads, and complete missile systems. 


Fiscal year 1958 program 

It can be anticipated that in the future the facilities assistance program will 
be directed toward the development of facilities for the production and main- 
tenance of new weapons. These will include missiles and electronic equipment, 
such as radars for defense and advanced types of communications equipment 
essential to NATO. It is estimated that the United States share of the cost 
for the fiscal year 1958 program will be $20 million. This includes continuation 
of the missiles projects which, for engineering reasons, were not concluded in the 
fiscal year 1957 prograrh. 


MUTUAL WEAPONS DEVELOPMENT PROGRAM 


1. Objectives of program 

The mutual weapons development program (MWDP) was established by a 
special provision of the Mutual Security Act of 1953 with the primary objec- 
tive of increasing the defensive capability of our allies and improving our 
mutualk security through the provision of United States financial and technical 
assistance to selected, highly promising projects for weapons of advanced de- 
sign in their research and development programs. This program is paying 
excellent dividends. It is making both allied and United States research and 
development more effective through coordination and technical assistance. It 
is developing new items which will be especially suited to the needs of our 
European allies. These will, in most instances, be far more economical to 
manufacture, operate, and maintain than corresponding items from the United 
States. The program is mobilizing the scientific competence of our allies and 
is adding the inventive capability of Western Europe to that of the United 
States in the race to keep ahead of the Russians in the development of new 
weapons. As an important byproduct, it is assuring to the United States all 
new technical knowledge coming from these projects, and the use, if desired, by 
our Armed Forces of any item developed in the program. 

2. Administration of the program 

(a) The mutual weapons development program is administered by the As- 
sistant Secretary of Defense for Research and Engineering in coordination 
with the Assistant Secretary of Defense, International Security Affairs. The 
fieldwork is, to a large degree, decentralized and is carried on through the mu- 
tual weapons development team in Paris. This team consists of a director 
and representatives of our three military departments operating from the office 
of the defense adviser to the United States Ambassador to NATO. 

(b) Bilateral agreements negotiated with the governments of the partici- 
pating countries state the general overall conditions, and form the basis for 
the technical agreements signed for each approved project. These technical 
agreements set forth the details of the projects and the responsibilities of the 
participating countries, obligate the funds, and serve as the basis for payment 
by the United States of specified amounts contributed to the support of the 
projects, the costs of which are, in general, shared between the United States 
and the other nations on approximately a 50-50 basis. 


3. Project selectton 


(a) Through an annual survey, the mutual weapons development team screens 
the proposals submitted by the participating countries, and selects for recom- 
mendation those which best meet the established criteria. Projects selected 
generally are those which are directed toward the fulfillment of an operational 
requirement or target specified by an appropriate operational staff, and are 
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subject to significant acceleration with additional financial support. Projects 
may be— 

(1) Of applied research with a military objective. 

(2) Of development on items of advanced design which show a marked im- 
provement over standard items available to the country of origin and indicate 
a good promise of materially increasing the effectiveness of the forces raised 
for the mutual defense. 

(3) For the support of a center, laboratory, test facility, tests of weapons 
or weapons systems, or technical assistance. 

(b) Items resulting from the program are to be made available to other 
countries of the free world under conditions specified in the agreements. All 
technical information concerning a supported project is to be made available 
to the United States, as well as certain license rights to inventions growing 
out of the projects, making possible their production in the United States for 
use of the United States Armed Forces throughout the world. 

(c) Projects recommended by the team are reviewed by appropriate agencies 
of the Department of Defense, which submit their comments to the Assistant 
Secretary of Defense for Research and Engineering for technical approval. For 
highly complicated and expensive projects, teams comprised of scientific spe- 
cialists are sent to the countries concerned to study the projects on the ground 
and submit detailed comments thereon for consideration. To further assist 
in selecting the projects, the Assistant Secretary of Defense for Research and 
Engineering appointed a steering group last fall comprised of highly competent 
research and development technical and managerial experts from industry and 
Government. This was also to insure that the Nation’s best scientific talents 
are applied to the planning and conduct of MWDP and to provide a basis for 
assuring that foreign research and development projects selected for support 
are given scientific evaluation equivalent to that of the domestic projects in 
our departmental programs. The steering group reviewed and evaluated the 
entire fiscal year 1957 program in October 1956. It met again in May 1957 to 
consider the fiscal year 1958 projects. 


}. Countries participating 


Initially six countries entered into bilateral agreements in 1954 with the 
United States on this program. They were Belgium, Italy, France, Norway, the 
Netherlands, and the United Kingdom. Last year, Western Germany also agreed 
to participate, and negotiations have been underway for some time with the 
Japanese Government, which has already submitted several projects for con- 
sideration. 


5. Summary of joint financial participation through Dec. 31, 1956 






Projects Country of origin 
, United 
Fiscal year States 
Supple- Expended | MWDP MWDP 
New mental priorto | obligation obligation 
MWDP 
1954 33 $18, 295,700 | $22, 703, 500 $19, 094, 500 
1955 31 10, 390, 280 | 11, 624, 659 21, 
1956 36 10 35, 680, 000 53, 359, 000 4: 
1957 7 l 18,545,000 | 10, 078, 000 12, 151, 6 
Total 107 11 82,910,980 | 97,765, 159 96, 147, 241 
Percent 
United States share of total costs ‘ ; 34.7 
United States share of MW DP projects costs 49. 6 


The above summary shows by fiscal years the joint financial participation in 
the various projects by the countries of origin and the United States. It should 
be noted that although the joint MWDP participation averages about 50 per- 
cent, When the total expenditures of the countries concerned are taken into ac- 
count for the periods prior to and during the MWDP agreements, the United 
States share is only about 35 percent. 
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6. Summary of United States expenditures 





Expended Percent 
Fiscal year Obligation through Deobligated Balance ex- 

Dec. 31, 1956 pended 
1954 $19, 094, 500 $11, 383, 779 $5, 181, 159 $2, 529, 562 87 
1955 : < 6, 315, 293 70, 000 14, 968, 697 | 35 
1956 6, 447, 259 0 37, 099, 805 | 15 
1957 0 0 12, 151, 687 | 0 
am 


Total 06, 147, 241 24, 146, 331 5, 251, 159 66, 749, 751 ane 


Expenditure rates and their percentage figures shown in the summary above 
have proved, after careful consideration of all controlled factors, to be consistent 
with United States experience. It is expected that this rate will increase ma 
terially during the coming months, since some of the participating governments 
cannot make any payments to contractors (and subsequent requests for United 
States reimbursement) until the end item is completely developed, inspected, 
and accepted. Experience has shown that some research and development proj 
ects do not live up to expectations, so the agreements provide for termination 
of any project should it be determined by either country that it lacks promise 
justifying further financing. Under this provision, five projects have been 
terminated to date. 

7. Fiscal year 1954 program 

As indicated in the summary above, 33 projects were included in the initial 
program for fiscal year 1954. It was not expected that all of these projects 
would be completed within the 2-year period covered by the agreements, as proj- 
ects were in various stages of development at the time the agreements were 
signed. Most of them were well advanced, however, and many have been com 
pleted. Transition into service use may require many months. Several are now 
undergoing final field tests and will reach the production stage this year. From 
the viewpoint of research and development, the bulk of the fiscal year 1954 
projects have practically been completed. 

8. Fiscal year 1955 program 

The relatively larger proportion of United States share during fiscal year 
1955 was due to the financing of the SHAPE Air Defense Technical Center by 
the United States in order to get it started. It is anticipated that responsibility 
for the financing of this center eventually will be taken over by NATO. The 
United States also assumed a large proportion of the costs of the light fighter 
development program for NATO during that fiscal year. 


9. Fiscal year 1956 program 

It will be noted that obligations this year practically doubled those of fiscal 
year 1955. This was due in part to obligation early in the fiscal year of projects 
which had been intended for the previous year. Also, the countries Were coming 
to a better realization of the value of the program and more projects were sub 
mitted for consideration. A number of highly classified items were disclosed 
for the first time. A number of extensions of earlier projects were also included 
this year in order to permit completion of the developments. 


10. Fiscal year 1957 program 

Obligation on fiscal year 1957 projects have not yet been completed. An ef- 
fort was made to complete the obligations early this year and bring the program 
into phase with the United States budget cycle and considerable progress toward 
this desirable objective was made. It is expected that approximately $45 mil 
lion will be approved and obligated by June 30. 


11. Fiscal year 1958 program 

MWDP project proposals for fiscal year 1958 have increased both in numbers 
and importance. Our allies have gained confidence in the validity of the an- 
nounced objectives of the program and are submitting more of their highest 
quality projects for consideration. They recognize that our efforts to support 
the maximum use of new weapons evolved from the MWDP are leading toward 
elimination of unnecessary duplication and the accomplishment of increasing 
standardization. These are important objectives which should contribute ma- 
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terially to the improvement of our mutual defenses and the saving of consid- 
erable money in the future. Projects totaling nearly $100 million were sub- 
mitted for consideration this year; 75 percent of the total were for new projects 
and the remainder for continuance of support of projects already in the program, 

The Department of Defense MWDP Steering Group reviewed these projects 
in detail early in May 1957. During these hearings, these experts studied and 
analyzed the projects and reviewed the comments and recommendations of the 
field agencies and of the three military departments. The program now under 
final consideration will involve a United States contribution of approximately 
$65 million. 

Included in the fiscal year 1958 list are new projects relating to guided mis- 
siles, new radars, improved munitions, electronic countermeasures, antisub- 
marine warfare, and special studies in fields of undersea warfare, land warfare, 
and missile operations. Funding is also included for extensions of projects 
currently in the program which continue to show promise and which will require 
additional time and money for completion. 


12. Selected projects 

The following highly promising projects are currently included in the program : 

(a) Light strike tactical fighter—During the hearings on the fiscal year 1957 
program, mention was made of work on the development of a new light tactical 
strike fighter. It will be recalled that the project was initiated at the request 
of SHAPE which had established an operational requirement for a lightweight, 
low-cost jet aircraft which could operate from dispersed semiprepared airstrips. 
With the assistance of the NATO Advisory Group for Air Research and Develop- 
ment and the United States Air Force, three types were selected for development 
from a number of proposals submitted by various European NATO countries and 
are being developed in France and Italy. 

All of them will be powered by the new Bristol Orpheus engine which the 

sritish are developing under the mutual weapons program. The Orpheus project 

has produced an engine with less weight than anticipated and with prospects of 
a still higher thrust-weight ratio. The Italian aircraft has already been flying 
for some time and has actually exceeded some of the important capabilities desired 
from this craft. The French designs will be flying this spring. All three will be 
thoroughly tested this summer to determine their technical suitability to meet 
the requirements. In addition, sufficient aircraft of the Italian design are being 
produced to permit a thorough test by one squadron of the tactical concept. 
This fighter is an important element of our efforts to assist the Europeans in 
creating their own weapons to meet their special requirements which they can 
manufacture themselves and so decrease their dependence on continuing United 
States military aid. 

(b) The forward scatter communications test links, which were mentioned last 
year as having been initiated, are well underway. These pilot test links were 
recommended by the SHAPE Air Defense Technical Center—which was also 
created as part of the MWD program—and are being supervised by that agency. 
The eventual complete communications system will be invaluable not only for 
the air defense of Western Europe and as an instrument of command by SHAPE, 
but also as part of the warning net for the North American Continent. 

(c) An entirely new type of project included in the fiscal year 1957 program 
was the training center for experimental aerodynamics. It was established 
jointly with Belgium to provide NATO with a means for training qualified 
scientific students in advanced experimental aerodynamics and the techniques 
and practices of a modern aerodynamics laboratory, Constructed recently by 
Belgium at a cost of more than $2 million, this facility includes sonic and 
supersonic wind tunnels together with supporting laboratories, classrooms, and 
shops. The first course, which is now underway, includes students from seven 
different countries. It is anticipated that responsibility for the financing of 
this center eventually will be taken over by NATO. This is an example of a 
project designed primarily to educate scientists who will help solve problems 
in the aerodynamics field in the future for the benefit of our mutual defense. 


13. General accomplishment 

The fact that the mutual weapons development program is accomplishing its 
major objective is indicated by the following comment made by Gen. Lauris 
Norstad, Supreme Commander Allied Powers, Europe: 

“A large portion of these projects apply to the NATO area and each of these 
projects is reviewed by my staff as they are proposed by the mutual weapons 
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development team. I am satisfied that these projects are highly desirable and 
I would hope that they would be implemented. 

“The program in general, from a NATO viewpoint, is particularly worthwhile, 
as: 

(1) It will provide our allies with more effective weapons at dates earlier 
than would otherwise be possible ; 

(2) It lessens the dependence of our allies, from a long term aspect, on 
United States sources for advanced weapons and equipment ; and 

“(3) It directly benefits the United States by providing information on 
new technology developed by our allies. 

“T consider the program as making a distinct contribution to Allied Command 
Europe and would like to urge that efforts continue, as in the past, to insure its 
success.” 

NEW WEAPONS 


The term “new weapons” as used in this presentation refers to selected types 
of improved weapons and equipment developed since World War IT, the nature 
of which has radically altered the science of warfare. Included are dual- 
purpose weapons and equipment which permit the use of atomic warheads, but 
fissionable materials are not included within this definition. Examples of new 
weapons are guided and free missiles, recent types of supersonic aircraft, anti- 
submarine warfare equipment and electronics equipment for air defense. 

The considerations which render it of greatest importance that we include 
advanced weapons in our military assistance program were taken up with the 
Congress last year. As stated at that time, United States assistance in modern- 
izing our allies’ forces must be on a continuing basis: additional funds for this 
purpose are accordingly requested for the coming fiscal year. 

Without repeating in full the considerations advanced last year on behalf of 
this program, the following key factors should be noted : 

1. In this period of rapidly developing technology, military plans and forces 
must constantly be reviewed to insure adjustment to changing conditions. It is 
not enough to build up military strength; that strength must be maintained and 
continuously modernized. 

2. The United States and its allies have always recognized that it would be 
impossible for the free nations of the world to attempt to maintain military 
forces numerically comparable to those of the Communist powers. In order to 
compensate for our numerical inferiority, we must maintain not only our nuclear 
deterrent, but also the capability to deter and, if necessary, repel local attacks. 
This requires effectively armed allies. 

3. Our allies, particularly the smaller NATO countries, have become 
increasingly aware of the discrepancy between their own military capabilities 
and those of the United States and Soviet forces, armed with the latest weapons. 

The United States, and to a limited degree, the United Kingdom, are the only 
nations of the free world presently producing the more important advanced 
weapons, capable of employing nuclear warheads. While the United States, 
through its ‘‘sample weapons program,” has offered to assist NATO nations hav- 
ing the necessary financial and industrial capability to undertake the development 
and production of advanced weapons, the United States will for an indefinite 
period be the only possible source for the provision of such weapons to free- 
world forces in quantity. It is, therefore, essential that the United States provide 
necessary weapons to our allies under the mutual security program to match 
the growing strength of Soviet bloc forces which are being progressively armed 
with similar weapons. Failure to do so in Europe would mean that allied NATO 
forces on the flanks of United States units would be unable to hold, vitiating the 
NATO shield concept and imperiling our own forces. Elsewhere in the world 
free world forces must be modernized on a selective basis to prevent intimidation 
or nibbling attacks by stronger Soviet or satellite forces. It is axiomatic 
under collective security arrangements that allied forces should be effectively 
armed to bear their proper share of the defense. Apart from this basic military 
consideration, it is clear that our military alliances, and particularly the NATO 
shield in continental Europe, would not long survive if United States con- 
tingents were the only forces armed with modern weapons. Our allies cannot 
maintain their vital contribution to the common defense if their armed forces 
are inferior by reason of their outmoded weapons. 

These considerations led the executive branch to approve for fiscal year 1957 
the inclusion of funds for the procurement of new weapons. In addition, funds 
from prior year appropriations were to some extent reprogramed for this purpose. 
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The fiscal year 1956 and fiscal year 1957 programs include major new weapons 
costing approximately $410 million, The worldwide program totals $329 million 
with the remaining $81 million included in country programs. These programs 
include the following new weapons: 

Surface-to-air and surface-to-surface guided missiles 

Free flight and aircraft rockets 

Karly warning equipment 

Antisubmarine aircraft and detection equipment 

Advanced fighter and all-weather type aircraft 

The fiscal year 1958 program requests new grant-aid funds for new weapons 
of approximately $339 million. The worldwide programs total $297 million, with 
the remaining $42 million included in country programs. In addition, it is 
proposed that approximately $150 million of new weapons will be offered for 
sale to our allies. The fiscal year 1958 new program request includes the same 
general categories of weapons as those for fiscal year 1957. 

Tentative country allocations of these new weapons have been based on the 
recommendations of appropriate military authorities. Final allocations are 
dependent upon the designated recipient’s ability to utilize effectively the 
equipment and to provide adequate security safeguards for classified infor- 
mation or equipment. Formal acceptances have been received from designated 
recipients for a large portion of the weapons program in fiscal year 1956 
and fiscal year 1957 and firm deliveries are being established. 

The United States has advised NATO countries that its ability to devote an 
increasing share of the military assistance program to new weapons will depend 
to a considerable degree upon their willingness and ability to assume a greater 
share of the costs of maintaining existing conventional forces. 


MILITARY ASSISTANCE TRAINING PROGRAM 


The military assistance training program is aimed to insure maximum 
effectiveness of forces with emphasis on obtaining the greatest utilization of 
equipment furnished under the materiel program. Specifically, the objectives 
of the training program are to assist in the attainment of combat effectiveness 
of forces at the earliest possible time; insure proper maintenance and operation 
of United States provided equipment; assist in the establishment of self-sufficient 
country training programs; assist as appropriate, in increasing the skill of 
country military personnel to the degree which will permit rapid and ready 
transition to more modern equipment. 

Military assistance training requirements are prepared in furtherance of these 
objectives. Although the training requirements are closely related to the end 
items being furnished each country, the training program is not limited exclu- 
sively to this type of training. In the interest of developing effective forces and 
in view of the varied capabilities of the recipient countries, appropriate instruc- 
tions in all phases of military activities are offered. The annual requirements 
for training assistance are developed by the Military Assistance Advisory Groups 
in conjunction with the recipient countries and reviewed by the unified command 
and military departments to assure that they are in consonance with the materiel 
programs and United States plans and objectives in the respective recipient 
countries. 

To carry out the objectives of the training program, several types of training 
are provided foreign military personnel. The major types are: 

1. Training of students in service schools, both in the United States and over- 
seas (this type of training is the basic element of the program). 

2. Mobile training teams, composed of United States service personnel, who 
provide in-the-field instruction in the maintenance and operation of specialized 
equipment. 

3. Technical representatives who are civilian contract specialists and provide 
field instruction on highly complicated and newly developed equipment. 

f. Orientation visits for senior foreign military personnel to acquaint them 
With the latest practices and techniques in use in the United States military 
services. 

5. United States training personnel stationed in the recipient countries provide 
technical advice and instruction at the countries’ installations and guidance in the 
development of indigenous training establishments and programs. 

In the training program, countries financially able to do so bear a portion of the 
cost involved in the training of their personnel. These countries pay transocean 
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transportation costs of their students and certain costs of maintaining United 
States advisory and instructional personnel overseas. 

During the period fiscal years 1950-57, approximately 42 different foreign 
countries have been provided military assistance training. Foreign military 
personnel had completed or were attending 88,486 courses of instruction in service 
schools in the United States and 25,000 courses in overseas installations on 
December 31, 1956. (One course of instruction is equal to a single trainee in a 
particular service school.) These numbers do not include the large groups of 
personnel that have received instruction in their own countries from United 
States instructors and technicians. At the end of December 1956, 2,049 technical 
representatives and 2,149 mobile training teams had completed or were currently 
engaged in providing field instruction and assistance to foreign personnel. In 
addition, the service personnel assigned to the Military Assistance Advisory 
Group in each country have advised and assisted the countries in training tactical 
and support type units. The active participation of MAAG training and ad 
visory personnel in some countries has been and will continue to be extensive. 

As the result of the training furnished, armed forces of many countries have 
been improved from a condition seriously lacking adequate training and organi- 
zation into modern military organizations familiar with the tactical use and 
technical aspects of their equipment. However, despite favorable results to date, 
much remains to be accomplished. While quantitatively indigenous training es- 
tablishments closely approximate training requirement goals, many countries 
still require considerable training assistance to achieve and maintain desired 
qualitative standards and to attain a position where they can readily use and 
maintain more modern weapons. 

The fiscal year 1958 military assistance training program request is $74 mil- 
lion. The estimate for fiscal year 1958 is based on training requirements for 
approximately 38 countries. A summary of the fiscal year 1958 military assist 
ance training program is as follows: 


(In thousands of dollars) 
11, 625 


TN i i weiss Ba ho tgs esa ees tee ieee eae 
SO ae eee ee ee eee aU ak ee Si ee Co 13, 553 
a a eee eae oacicee cele eee re ; ian mo OOo 
NO eee eee FAD eee a ae 6, 032 
Nonregional ____-_____ le Be sion cee aa . “14, 765 


Re a kk ts te een melee eee ae Sn ee | 

t Nonregional includes: Navy—Contractual services, $200; Air Force—Technical repre 
sentatives, $6,820; State—Mission training expenses, $2,000, and new-weapons training, 
$5,745. 

To insure insofar as possible that the recipient countries have the capability 
to maintain and use the more conventional weapons, the training program must 
continue to stress the training on these types of weapons and equipment. How- 
ever, since military assistance training is closely related to the materiel items, 
training in fiscal year 1958 and later years will be largely influenced by the more 
modern weapons being provided our allies. In fiscal year 1958, emphasis will 
be placed on training for such new weapons as guided and free missiles and 
equipment for air-defenuse systems that are included in the fiscal year 1957 mili- 
tary assistance program. Increasing emphasis will also be placed on training 
connected with new weapons to assist friendly countries to attain a position which 
will permit rapid transition from conventional weapons to the more modern 
types. 

The United States is also prepared to train units from certain NATO coun- 
tries in the techniques of dual-purpose weapons. Training will be undertaken 
with special training devices and will not entail possession of nuclear compon- 
ents by the forces trained. This training will be in harmony with the priorities 
established by the NATO military authorities and will be carried out under 
arrangements worked out directly between appropriate military authorities of 
the United States and the NATO member countries receiving the training. 

As in prior years, the fiscal year 1958 training program will include training 
and indoctrination of commanders, staff officers, and supervisory personnel re- 
sponsible for planning and establishing systems, organizations, techniques, and 
policies. The common ground of knowledge and means of communications 
(English) resulting from this United States training will prove of invaluable 
benefit in joint and combined operations of military forces. 
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OFFSHORE PROCUREMENT 


Background.—There are three sources of supply for items included in the 
approved military assistance materiel program. Some of the items can be 
furnished from supplies on hand in the Army, Navy, or Air Force. Additional 
amounts come from new production in the United States. The third source is 
“Offshore procurement” (OSP), a term used to describe purchase by the United 
States of military equipment and supplies from sources outside the United States 
for delivery to other friendly countries, as part of the military assistance pro- 
gram. , 

This type of procurement was first undertaken in a relatively small way in 
connection with aid to Greece in 1947 because the United Kingdom was then 
the only source of supply for replacements, spare parts and ammunition for 
the British types of military materiel with which the Greek armed forces were 
equipped. If this equipment had not been procured offshore in the United 
Kingdom, it would have been necessary to completely reequip the Greek armed 
forces with United States type equipment, an extremely costly undertaking. 

When the military assistance program was initiated in 1949, it was planned 
to supply United States types of equipment to our allies, mainly from existing 
United States stocks. It was also planned that any new procurement would, 
in part, be delivered to United States forces to replace stock items previously 
shipped to our allies. 

At that time, this seemed to be the most expeditious way of getting weapons 
into the hands of allied soldiers, and thereby strengthening the overall capability 
«f the free world to resist aggression. The attack in Korea, however, upset 
these plans; and the stocks of military equipment and ammunition which had 
been programed for delivery under the military assistance program were neces- 
sarily diverted to meet the urgent requirements of the Korean war. A new 
source of production had to be found and OSP was introduced to supplement 
United States production, which was straining to meet the needs of the Korean 
conflict. 

Equally important were the logistic and strategic considerations. From the 
military point of view, it was considered essential, in case of war, that the 
maximum capability to produce replacements, spare parts, and ammunition 
be available from sources close to the actual fighting, and not be subject to 
the hazards and delays of a long and precarious pipeline from the United States. 
In addition, there were other benefits flowing from this action which were 
important to the United States: 

1. The opportunity to save money for the United States taxpayer. In many 
instances, especially in shipbuilding, it was possible to procure in Europe or 
Japan military equipment of types suitable for use by the recipient countries’ 
forces at a cost less than that for purchasing equivalent equipment in the United 
States. 

2. The furtherance of United States politcal and economic objectives abroad. 
As the Marshall plan was diminishing in size, many of our European allies 
still had balance of payments difficultes, particularly with the dollar area, which 
were in part overcome by OSP. Our OSP program was also instrumental in 
some countries as a means of combating Communist influence in the trade union 
movement. 

The four basie limiting factors which have always governed, and continue 
to govern, the placement of offshore procurement contracts are set forth in a 
Department of Defense Directive, dated August 17, 1951. These limitations 
are that such procurement will not result in one or more of the following: 

1. Unjustifiable cost in comparison with procurement in the United States. 

2. Militarily unacceptable delays in delivery, 

3. Serious adverse effects upon the United States economy, employment, or 
industrial mobilization base. 

4. Threat to the security interests of the United States. 

Fiscal year 1951-57 program 

Since 1951 the United States has purchased in Europe and the Far East 
a selected portion of the materiel to be furnished to friendly foreign nations 
under approved military assistance programs. During this period, military 
assistance program offshore procurement contracts totaled about $2.71 billion, 
with expenditures as of December 31, 1956, amounting to $2.12 billion, or 78 
percent of the value of contracts placed. 

The greatest volume of offshore contracts was placed in fiseal year 19538 
when the amount totaled about $1.6 billion. In fiscal year 1954, the amount 








978A MUTUAL SECURITY ACT OF 1957 


of new procurement offshore was only $62 million. Of the total orders placed 
to date, $2.57 billion has been placed in Europe, largely in NATO countries, 
with the remainder awarded to the Far East area, principally Japan. 

The largest single procurement category is conventional ammunition. The 
orders for conventional ammunition have been important in meeting training 
and war reserve requirements in friendly foreign countries. Ammunition 
orders to date total $1.18 billion, or 43 percent of the total orders placed. In 
the main, ammunition procured has been of United States types and the bulk 
of orders was placed at a time when United States industry was engaged 
in fulfilling the requirements of the Korean campaign. 

The second largest category of procurement is aircraft, spare parts, and 
supporting equipment in the amount of about $460 million. Many of the aircraft 
contracted for under this program were of European types. 

The third largest category of materiel procured offshore, amounting to about 
$360 million, is ships and harbor craft. These items are principally of foreign 
design and were produced in foreign shipyards at costs appreciably less (in 
some cases as much as 50 percent less) than United States costs for comparable 
items. 

With the exception of ammunition, offshore procurement orders involved 
primarily items of non-United States design; for example, British Centurion 
tanks, European-type radar, BOFORS L/70 40-millimeter AA guns, naval craft 
and aireraft of foreign design, and British-type weapons. 

On the basis of the end items included in the materiel program, the status of 
service stocks and the state of the United States industrial mobilization base, 
it is estimated that about $110 million may be obligated in fiscal year 1957 for 
offshore procurement on a worldwide basis. 


Fiscal.year 1958 program 

It is estimated that the fiscal year 1958 program will be in the same general 
order of magnitude as that for fiscal year 1957. In contrast to previous years, it 
is anticipated that a larger percentage of the offshore procurement orders’ in 
1958 will be placed in the Far East and, in addition, the total orders will involve 
little or no ammunition. 

In general, OSP will be used primarily to (a) obtain foreign-type items of 
materiel needed to meet an approved military requirement, or to (b) develop 
arrangements of special benefit to the United States, such as cost-sharing produc- 
tion schemes or production capabilities in “soft currency” areas for use on a 
regional basis. 

The reduction in ammunition orders will undoubtedly result in some of the 
ammunition plants in both Europe and the Far East being put into mothballs. 
The United States will assist these countries in placing these plants in a standby 
status with the understanding that the governments concerned will agree to 
maintain the plants on a standby basis for future use in the event of war. 


MILITARY SALES ON A CASH OR CREDIT BASIS 
Purpose 

The amount requested in fiscal year 1958 will establish a capital fund to facili- 
tate sales of military end items and spare parts. Authority to reuse payments 
for such sales (including local currency payments) is being requested in order 
to finance additional materiel for sale. 

Background 

It isa United States policy objective that MAP nations should assume financial 
responsibility for the procurement of materiel required to achieve mutual security 
objectives whenever such action is consistent with their economic and political 
stability. Progress toward the achievement of this policy objective has been 
made in the spare parts field where negotiations have been consummated for 
many countries to assume financial responsibility for their spare part require- 
ments. 

Procedural implementation of this policy is seen in efforts to expand the 
military sales program. Progress has been made in eliminating some of the 
obstacles to this program through a series of legislative and administrative 
steps. 

The 1956 amendments to the Mutual Security Act have allowed the establish- 
ment of a more equitable, and consequently more competitive, pricing policy, 
recognizing the age and condition of equipment. In addition, administrative 
procedures are being improved to provide better “customer service” and buyer- 
seller relationships. 





he 
Is. 
by 

to 


ili- 
its 
ler 


‘ial 
ity 
eal 
en 
for 
ire- 


the 
the 
ive 


ish- 
icy, 
tive 
yer- 


MUTUAL SECURITY ACT OF 1957 979A 


Current problems and future progress 


Several problems must be solved to properly capitalize on past progress and 
make further gains in the allied assumption of financial responsibilities. 

The problems referred to are those typical of any buyer-seller type operation : 
the seller must have stock from which to sell; the buyer’s ability to buy may 
often depend on credit; the seller’s ability to continue selling will require a 
smooth continuity of investment, sales, and reinvestment; and when foreign 
buyer-seller relationships are involved the prospect of trading through local 
currency acceptance will influence the buyer’s ability to buy and the seller’s 
willingness to sell. These problems and the current action directed at their 
solution are discussed in the following paragraphs. 


Investment 


The major effort to transfer financial responsibility has been in the spare 
parts field. While many countries, primarily in Europe, have agreed to assume 
financial responsibility, the small size of their procurement orders, their lack 
of previous experience in procurement, continued dependence for many items on 
United States sources of supply, and lack of any regional procurement or- 
ganizations, can make the transfer of financial responsibility for spart parts 
a reality only if a supply system exists to stock the necessary items for several 
countries and sell on demand. 

These problems will continue to present themselves as the military sales 
program expands in the spare parts and other fields. Since in the past funds 
have only been requested for grant-aid requirements, funds have not been avail- 
able to procure materiel in anticipation of sales. Solution of this problem 
will require financial authorization to invest in the pipeline from which sales 
can be made. 

Credit 

Over and above the need to provide pipeline requirements described above, 
the ability and willingness of some of our allies to procure materiel from 
the United States depends upon the availability, to ai extent not now practical, 
of credit. While section 106 of MSA authorizes 3-year credit, for stocked 
items, using service funds to cover the credit, services have been unwilling to 
tie up their appropriations in major cases for this long a period. 

For items requiring new procurement, the authority of section 103c was 
intended to be applicable, using MAP funds. However, appropriations have 
never been requested for such purposes and the extension of credit would 
require diversion from other programs to cover such transactions. 

The availability of funds to advance credit would materially assist in meeting 
the requests of certain countries desiring to and having the capability of pur- 
chasing arms on a deferred payment basis. Such credit sales may be in the 
United States interest when they preclude the extension of Soviet influence 
through the sale of Soviet arms and when they advance the standardization of 
the equipment of allied forces on United States lines. 

The solution to this problem is the provision of funds to advance credit in 
order to facilitate the sale of military materiel. 


Local currency payments 


Dollar shortages throughout the world even in relatively stable economies are 
a significant damper on any major MAP sales program. While basic planning 
for the MAP sales program is in dollar terms, acceptance of local currency 
payments would facilitate the ability and willingness of many countries to pay 
for MAP materiel. 

This situation suggests that wherever local currencies could be used to meet 
other MAP requirements or requirements of United States military services, 
consistent with prudent management and other United States objectives, it 
would be in the United States interest to accept local currency payment for 
MAP sales and reinvest these currencies for other MAP or United States 
requirements. 

Local currencies used to meet services and MAP grant-aid requirements will 
be purchased with dollar appropriations, thereby providing for continu!ig con- 
version of local currencies to dollars which may in turn be reinvested in credit 
or sales transactions. Reinvestment of local currencies for procurement of 
required materiel, would as a byproduct, aid in the development of country 
production facilities for future self-support. 
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Reinvestment 

The provision of military assistance to our allies is a continuing program and 
consequently the need for maximizing sales of MAP materiel is also continuing. 
Capital will be required to underwrite additional sales and loans and the sales 
program could, within established limits, provide its own source of capital for 
future transactions by being authorized to reinvest payments made for sales or 
loans either in dollars or in local currencies. Such authorization will provide 
a basis for advance sales and investment planning and will place the MAP 
sales program on a continuing businesslike basis. 

Fiscal year 1950-57 program 

While almost 60 countries have participated in some degree in past sales of 
military materiel ($1,060 million through March 31, 1957), principal participants 
were limited to those countries in a favorable financial condition who, as a result, 
were not in need of extensive grant or credit assistance, foremost among these 
being Canada which accounted for approximately $540 million of the total. Less 
than 10 percent of the total sales to date have been on a credit basis. 

Fiscal year 1958 program 

Steps proposed for fiscal year 1958 to capitalize on the progress already made 
and provide a basis for future gains in the transfer of financial responsibility to 
allied nations are as follows: 

(a) Initial financial authorization.—It is very difficult to forecast the amount 
of credit or pipeline support required in any given year since a variety of politi- 
eal, financial, and military factors influence both the timing and amount of pur- 
chases. Past experience and current trends indicate that about $50 million may 
be required for spare parts support and about $125 million to finance major 
materiel requirements on a 3-year credit basis. Therefore, $175 million have 
been included in the total authorization for MAP in fiscal year 1958. Such 
authority would provide the basis for meeting the initial investment require- 
ments to provide the pipeline and credit for MAP sales. 

(b) Continuing legislative authorization—Language changes in section 103c 
would authorize the reuse of payments for MAP sales to finance additional sales 
and loan programs. In addition, authorization is requested for reuse of local 
currency payments for MAP sales. Such authority will provide the administra- 
tive basis for a continuing program and will facilitate future sales where feasible 
through acceptance of local currencies. 


MISCELLANEOUS WORLDWIDE PROGRAMS 


Miscellaneous worldwide programs embrace a variety of special programs and 
the projects which are not appropriate for distribution by country. Examples 
of these programs are undelivered Army spare parts from prior-year program, 
industrial plant and plant-expansion expenses, Far East Army vehicle-rebuild 
program, aircraft-modification project, and offshore procurement-program ex- 
penses. Many of these miscellaneous programs are prior-year programs with 
no new funds requested for fiscal year 1958. For fiscal year 1958 we are seeking 
additional funds in the amount of $119.7 million for five of these programs. Fol- 
lowing is a brief explanation of these projects: 

Vehicle rebuild.—Funds in the amount of $63.0 million for fiscal year 1958 are 
required for the vehicle-rebuild program in the Far East area. During 1956 an 
increasing number of inoperable general-purpose vehicles were reported in coun- 
tries in the Far East. In Cambodia, Korea, Laos, Taiwan, Thailand, Vietnam, 
and the Philippines, as high as 50 percent of the vehicles were deadlined or 
‘required extensive maintenance. These vehicles are of World War II type and 
many had been used by United States forces during World War II and the 
Korean war. The average age of the vehicles is about 12 years, which exceeds 
by 50 percent the “average life of type” for military vehicles. Many have been 
rebuilt one or more times. Maintenance, overhaul, and replacement of wornout 
vehicles is necessary to prolong the usefulness of existing assets and to maintain 
stocks at the minimum number essential for operations. 

Generally speaking, deliveries through military assistance have provided the 
authorized number of vehicles for these countries. The problem is not one of 
supplying additional vehicles for buildup of forces, but rather of replacing worn- 
out and damaged vehicles. 

The maintenance, overhaul, and rebuild problem demanded urgent action. In- 
creased training, technical assistance, and supervision were needed. A major 











le 
to 


nt 

ti- 

ir- 
ay 
or 
ve 
ch 
re- 


3c 
les 
cal 
ra- 
ble 


and 
ples 
‘am, 
uild 

ex- 
vith 
king 
Fol- 


,}are 
6 an 
oun- 
nam, 
d or 
and 
| the 
-eeds 
been 
mnout 
ntain 


d the 
ne of 
worn- 


In- 
major 


MUTUAL SECURITY ACT OF 1957 981A 


project required facilities available only in the United States or Japan and 
applied both to complete vehicles and to their major assemblies. 

The Department of the Army made an analysis of the problem and concluded 
that it could only be treated on a regional basis, since much of the necessary 
rebuild requirements were beyond the capability of the individual countries con- 
cerned. <A contract was signed with Japanese manufacturers for rebuilding both 
vehicles and major assemblies released for this purpose by recipient countries 
in the Far East area. In addition to initiating the rebuild program, a military- 
assistance parts depot was established in Japan. Finally, the fiscal year 1957 
program included $44.1 million for procurement of new vehicles of Japanese types. 
The initial procurement of new vehicles was required because of the large num- 
ber of completely unusable vehicles in the inventories of the Far Eastern coun- 
tries. This procurement program meets all of the normal standards for offshore 
procurement. The price to the United States is a very favorable one. A total 
of $61.6 million was provided for the rebuild program in fiscal year 1957. The 
fiscal year 1958 request is to finance 1958 requirements for the continuation of 
the program. 

OSP erpenses.—Funds in the amount of $5 million for fiscal year 1958 are 
required for administrative support incident to offshore procurement activities 
devoted to purchasing and contracting under the military assistance program. 
This amount includes expenses connected with obtaining manufacturing data 
and production aids for support off offshore procurement activities. 

Aircraft modifications —Funds in the amount of $15.3 million for fiscal year 
158 are required for modification of aircraft, guided missiles or their com- 
ponents already on procurement that will result in: An improvement in military 
capability or operational performance; significant change in logistics or training 
requirements; or a change in contiguration to allow an aircraft or guided missile 
to perform an assigned mission other than the one for which it was originally 
procured. 

Aircraft support equipment.—Funds in the amount of $34.7 million for fiscal 
year 1958 are required primarily for shop and utilities equipment, organization 
base and maintenance equipment and related aircraft equipment. This amount 
represents the best estimate of requirements submitted by our military assist- 
ance advisory groups over and above presently programed support equipment. 
A worldwide survey and redistribution of support equipment to meet deficiencies 
for support of forces in the fiscal year 1950-56 program is underway. 
completion, a breakout of the above requirement by country will be possible. 

Special project program.—This program can be discussed on a classfied basis. 

Colonel Crirz. The programs which I will cover will be the facilities 
assistance program, the mutual weapons development program, our 
request for new weapons, training, offshore procurement, military sales 
on a cash or credit basis, and miscellaneous worldwide programs. 

To start with the first one of those programs, the facilities assistance 
program, it 1s designed to assist the establishment and expansion of 
overseas facilities for the manufacture and maintenance of essential 
military equipment. Examples of this are, facilities for the produc- 
tion of ammunition, components, guided missiles, jet engine overhaul 
facilities, and so forth. 

Through this program, we increase the logistic support facilities of 
our allies and thereby decrease the dependence of these countries on 
the United States for the production of all types of military —_ 
ment. The program is truly one of mutual undertaking in that the 
contribution of the United States has averaged about 49 percent and 
the countries concerned have contributed 51 percent of the total costs 
involved. 

For fiscal 1958 we request $20 million for this program. 

The actual types of items included in the program 


Mr. Vorys. Excuse me for interrupting, but I don’t find the $20 
million. 


Upon 
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Colonel Crrrz. It is right there, sir, on page 5, as well as the specific 
types of items included in the program are shown on page 5 of your 
nonregional book. 

[Security deletion. | 

Colonel Crirz. Are there any questions on this particular part of 
the program or should I go through all of them, Mr. Chairman ? 

Chairman Burueson. I think it would be well, if the committee 
agrees, that we interrupt while the questions are fresh in mind. 

Mr. Vorys— 

Mr. Vorys. Thisstatement. you filed, is that cleared ? 

Colonel Crrrz. It is unclassified. 

Mr. Vorys. It shows the amounts. 

Colonel Crirz. Yes, sir. 

Mr. Vorys. Throughout ? 

Colonel Crirz. Yes, sir. 

Chairman Burieson. How do you correlate this 49-51 percent con- 
tribution, with the chart we had the other day on these contributions? 
On these particular items our contribution is far greater than the 
overall contribution shown on the charts. 

Colonel Crirz. This particular program, sir, is not covered by the 
charts that you have seen in past days because that was based on 
our contribution as compared to the other countries’ contribution to 
defense asa whole. This is just a mutual program where we sit down 
with the country and negotiate on approximately 50-50 basis and 
where we state we will assist them to establish a facility that will 
produce one of these items I have just covered, our contribution is 
primarily in the field of technical ability—by that I mean machine 
tools and technical assistance. They provide the facility and the 
labor and the things of that sort. 

Chairman Burreson. In this category it is generally about 50-50? 

Colonel Crrrz. About 50-50, yes, sir. 

Chairman Burieson. Are there further questions at this point? 

Mr. Vorys. At page 3 of your statement on ammunition I note 
you have nothing in for our further contribution to facilities for 
ammunition. 

Colonel Crirz. That is correct, Mr. Vorys. 

Mr. Vorys. You have a considerable amount of ammunition in 
which we are to supply. 

Colonel Crirz. For fiscal year 1958, sir? 

Mr. Vorys. For 1958, yes. 

Colonel Crrrz. I can put the exact amount in the record. 

Mr. Vorys. Of that, a lot is going to the same countries where I 
thought we were going to have them in shape to supply their own 
standard ammunition. 

In your statement here you say : 

European capacity could be brought up to a reasonable margin of security 
in case of interruption to transocean shipments if an emergency should occur. 


It would appear that you are through with facilities assistance 
to ammunition and there are going to be transocean shipments from 
now on. I had hoped that we were going to get out of the ammuni- 
tion business. 

Colonel Crirz. We are reducing to a considerable extent our am- 
munition contribution to NATO. That is to the European part of 
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NATO. Our contribution to Turkey and Greece, of course, is still 
considerable, as you know. 

But the amount of ammunition we are proposing in this year” s pro- 
gram for Europe, itself, is only a small percentage of their total re- 
quirements, sir. If you will recall, sir, when we discussed Europe 
yesterday, you brought up the question of what the percentage was 
and I submitted that percentage for the record, sir. Our contribution 
is small. 

Mr. Setpen. Let me ask a question here. 

Chairman Burueson. Mr. Selden 

Mr. Sevpen. What was the amount provided in dollars last year— 
fiscal year 1957 ? 

Colonel Crirz. For Europe or around the world? 

Mr. Sevpen. Europe. At the same time, could you give us a com- 
parison with the amount contained in the 1958 estimated budget? 

Colonel Crrrz. I expect I will have to make the addition for you 
sir, but this year it is approximately [security deletion]. For fiscal 
year 1958 it is [security deletion]. 

Mr. SeLpen. Was it more in 1957 than it is in 1958? 

Colonel Crirz. It is about the same. 

Mr. Sevpen. So there hasn’t been any material reduction from last 
year to this year? 

Colonel Crirz. Not material, no, sir. The reduction was in prior 
years—from prior years. 

[Security deletion. ] 

Mr. Sevpren. Through the facilities assistance program, have we 
attempted to establish ‘and expand the facilities for the manufactur- 
ing and maintenance of military equipment in the Scandinavian 
countries and in Spain? 

Colonel Crirz. To some extent; yes, sir. 

Mr. Sevpen. May I assume from your statement that the program 
in these particular countries has not been very effective as of this 
date ? 

Colonel Crirz. With regard to the ability in Spain, I can give you 
certain specific projects. 

[Security deletion. ] 

Mr. Sevpen. Has Spain any heavy military equipment? 

Colonel Crrrz. They have heavy artillery. 

Mr. Sevpen. Have we furnished them this equipment? 

Colonel Crrrz. Yes, sir. 

[Security deletion. | 

Mr. Seitpen. Do we intend through the facilities assistance program 
to make those facilities available, or do we intend to continue to fur- 
nish them with the ammunition ¢ 

[Security deletion. | 

Colonel Crirz. This is an area program where we try to have the 
capability for the area as a whole and not individually by country. 

Mr. Sevpen. May I assume from your statement, then, that the 
ammunition requireme nts for the European area have leveled off at 
about $25 million, and that from now on we will be required to 
appropriate or authorize that amount? 

Colonel Crrrz. Mr. Selden, I would hope that European require- 
ments would fall off to pr: actic ally nothing. That is our goal, and to 
have them provide all of their requirements. 
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{Security deletion. ] 

Mr. Sevpen. Thank you. 

Chairman Gorpon. May I ask a question ? 

Chairman Burieson. Mr. Chairman—— 

| Security deletion. | 

Colonel Crrrz. Yes, sir 

Chairman Gorpon. Before that there was a 5-day supply ? 

Colonel Crrrz. When we started the program back in the beginning 
they had practically nothing. When the Korean war came along we 
couldn’t do much in the way of providing them ammunition over in 
Europe from the United States, so that was when we started the pro- 
gram to give them the capability to help themselves. I would say they 
had probably less than five, Mr. Chairman, and we have increased it 
now during the period of the program. 

{Security deletion. | 

Chairman Burtrson. How many countries are there in this am- 
munition program ? 

Colonel Crirz. All of NATO. 

Chairman Gorpvon. Like Spain? 

Colonel Crirz. Yes, sir. 

Chairman Gorpon. And Korea ? 

Colonel Crirz. The Far ay countries have very limited manu- 
facturing facilities. Most of this program [Facilities assistance ] 
is for Europe. <A limited amount goes into Japan. 

Mr. Vorys. This book talks about three ammunition producers in 
the Middle East—Iraq, Ethiopia, and Pakistan. 

Colonel Crrrz. Those are small arms plants that manufacture 
30-caliber ammunition. 

Chairman Gorvon. Thank you, Mr. Chairman. 

Mr. Carnanan. Mr. Chairman. 

Chairman Burieson. Mr. Carnahan. 

Mr. Carnanan. On page 6 of your statement you say the 1958 pro- 
gram will be $20 million. Do you mean the program for the facilities 
assistance will be $20 million ? 

Colonel Crrrz. Yes, sir. 

Mr. Carnanan. And it has been $74.9 from the beginning of the 
program up through June 30, 1956 4 

Colonel Crrrz. That is the obligations. The actual program author 
ized is $104.9 million, sir 

Mr. Carnanan. How does the $20 million for fiscal year 1958 com- 
pare with the 1957 program / 

Colonel Crrrz. The 1957 program, sir, was $30 million—reduced 
by $10 million. 

“Mr. Carnanan. And we are furnishing ammunition in addition 
to that ? 

Colonel Crrrz. To a limited degree; yes, sir. 

In this new program, sir, we had no further ammunition request 
for facilities. The facilities-assistance program for next year is going 
more and more into these more advanced manufacturing facilities. 

Mr. Sevpen. Well, if you have no requests for facilities assistance 
in the ammunition field, how do you propose to reduce below the $25 
million the amount of ammunition that you are shipping from this 
country ¢ 
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Colonel Crirrz. Because, in our opinion, sir, the European base which 
we have established is sufficient to meet their training requirements. 
I am not talking about war reserve. 

| Security deletion. ] 

Colonel Crrrz. That is right, sir, but the base is in France, Belgium, 
and through those countries, and we hope to get them to either manu- 
facture themselves or buy from their neighbors. 

Mr. Sevpen. They are not buying from us; are they? Weare giving, 
rather than selling, $25 million. 

Colonel Crirz. That is correct, sir, but they are buying other things 
from us in other categories. 

Mr. Sevpen. I realize that, but would it be possible for Spain to 
purchase ammunition without further strain on its economy ? 

| Security deletion. | 

Mr. Setpen. How much of this $25 million goes to Spain? 

Colonel Crrrz. I can give you that, sir, exactly. 

| Security deletion. | 

Colonel Crrrz. I can check that exactly for you. 

Mr. Setpen. You need not do so now but I would like to have the 
information made available for the record. 

Chairman Burreson. Are you ready to go into the next item, 
Colonel ? 

Colonel Crirz. Yes, sir. 

The next program, Mr. Chairman, is another mutual program, the 
mutual weapons development program. This was established in 1953 
with the primary objective of increasing the defensive capability of 
our allies, by promoting the research and development capabilities of 
these allies. The program is already paying excellent dividends. 

It is making both allied and United States research and develop- 
ment more effective through coordination and technical assistance. 

This program, as I previously mentioned, is truly mutual in that 
our contributions have been approximately a 50-50 program. 

Our 1958 request is for $40 million and this program is on page 11 
of your nonregional book and indicates examples of the items in the 
program proposed for 1958. 

[Security deletion. | 

Colonel Crrrz. The program, like the previous one, is primarily in 
Europe, where they have the greatest research and development capa- 
bilities. 

Chairman Burieson. This program is on a bilateral basis? 

Colonel Crrrz. Yes, sir. Each project is negotiated on a bilateral 
basis. Our contribution, again, is primarily in the field of technical 
know-how and tools and special equipment. They provide all the fa- 
cilities, labor, and cost. 

Chairman Burieson. Are there questions for the colonel on this 
section of the presentation ¢ 

Mr. Sevpen. Is the request for this year the same as last year’s 
request ¢ 

Colonel Crrrz. Yes, sir; it is exactly the same. 

Chairman Buruieson. Is the cost of the new and expanded com- 
munications, known as scatter system included in this part of the 
program ¢ 

Colonel Crirz. Yes. 
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Mr. Sextpen. The European subcommittee on its recent visit to 
Europe understood this program has been very effective. Have you 
found that to be true? 

Colonel Crrrz. Yes, sir; very effective. This is one of the things, 
Mr. Selden, we hope will eventually take a lot of the load off of us, 
even in the advanced weapons field, because this is getting them 
started into guided missiles and the more advanced aircraft, rather 
than be entirely dependent upon the United States. 

Mr. Sevpen. We are finding that they have some things we do not 
have, also. 

Colonel Crrrz. Yes, sir. 

I might cite one example of this program: this program has resulted 
in the manufacture of some weapons which we have bought our- 
selves from the European country. 

Chairman Burixson. That leads you to the next section of new 
weapons. 

Colonel Crrrz. Yes, sir. 

Mr. CARNAHAN. One question on the previous item. You ask for 
$60 million in this category ? 

Colonel Crrrz. No, sir, $40 million. 

Mrs. Borron. Is it generally projected on the probability that Rus- 
sia will not take over Europe and take all our stuff, too? 

Colonel Crrrz. Yes, ma’am. 

Chairman Burieson. On page 7, where Mr. Carnahan’s question is 
applicable, there is the figure of $65 million. You had previously $40 
million. That includes something else, then ? 

Colonel Critrz. The program under consideration is that, but we 
always get more requests than we end up financing. Those are the 
requests that we have in to us, which the countries would like for us 
to participate in with them, but we always turn most of them down. 
And on our prior experience, we think we will come out with about 
$40 million. 

Chairman Burueson. Are there other questions on this section ? 

( No response. ) 

Chairman Burtieson. If not, Colonel, you may proceed with the 
new weapons discussion. 

Colonel Critz. The new weapons program you have heard men- 
tioned several times in testimony in the past several days. It is one 
of our most important. The term “new weapons,” as we use it in this 
program, refers to the selected types of improved weapons developed 
since World War II, the nature of which has radically altered the 
signs of warfare. 

Included are dual purpose weapons and equipment which introduce 
the use of atomic warheads, but as you know fissionable materials are 
not included within this definition. 

Examples of weapons included in our program are guided missiles, 
free missiles, supersonic aircraft, advanced antisubmarine warfare 
equipment and electronics for air defense. 

The equipment involved in this program will be provided to recipi- 
ent countries primarily in NATO. 

Chairman Burreson. Colonel, let me ask you about that: you say 
this does not include or become connected with fissionable materials, 
but you talk about capabilities that could deliver a warhead of fission- 
able materials. Is that correct? 
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Colonel Crrrz. That is correct. 

Chairman Burieson. In other words, for your purposes here, you 
ignore the fact that this could be done, but yet you have the facilities 
to do it if that became necessary? Is that right? 

It is perfectly all right with me if that is the assumption. 

| Security deletion. ] 

Colonel Crirz. Yes, sir. 

Mr. Corrin. Are you implying, Mr. Chairman, that hominy grits 
are a deadly weapon? 

Chairman Burieson. Depending on the quantity. 

Mr. Senpen. I understand, Mr. C ‘offin, that it has been known to kill 
New Englanders. 

Colonel Crirz. The new weapons program is in your book at page 
19. [Security deletion. ] 

The allocation of these weapons to countries has not been definitely 
established for two primary reasons. One is, before we tell a country 
they are going to get this weapon, we are going to be sure that they 
have the personnel trained and capable of manning and operating 
them and, secondly, that they will guarantee us to keep them manned 
and operated on a continuing basis. These are too valuable and too 
costly to be put on blocks and not kept in full-time readiness. 

We carry them on an area basis, rather than by country in our pro- 
gram. But in your books, it is shown where we intend to put them. 
Those countries are shown on pages 21 and 22, both as to where we put 
these weapons last i I mean fiscal 1957—as well as where we 
plan to put them in fiscal 1958 

Mr. Vorys. Is this program in addition to the change in plan K 
discussed the other day or 1s this plan K? 

Colonel Crrrz. Plan K, sir, is not involved in this at all. 

[Security deletion. ] 

Colonel Crirz. That is right. 

Chairman Burueson. That is part of the $150 million ? 

Colonel Crrrz. That is a part of the $150 million sales program, 
yes, sir. 

Mr. Vorys. That other would be in addition, of course ? 

Colonel Crirz. Yes, sir. 

Mr. Vorys. Now I understand. 

Could I ask one more question ‘ 

Chairman Burieson. Mr. Vorys. 

Mr. Vorys. What was the final availability for new weapons last 
year ¢ 

Colonel Crirz. $409 million, sir. Right at the top there is the total ; 
1956 and 1957 together, 409. If you look at the top of the next page, 
1956 and 1957 in your second column, 409. That is 1956 and 1957 to- 
gether. The $321 million is—— 

Mr. Vorys. The $321 million is what I was looking at. 

Colonel Crrrz. If you look back here, sir, that is divided into sev- 
eral parts. If you look down at the bottom there, it includes early 
warning equipment and some other stuff which are not in the missile 
category, of the weapons category. 

Mr. Vorys. What I am trying to determine is this: There was a 
request last year, as I remember it, for $530 million. 

Colonel Crirz. About $550 million. 

Mr. Vorys. That was for this program? 
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Colonel Critz. Yes, sir. 

Mr. Vorys. I thought that request was cut to $321 million in the 
appropriations deal. 

Colonel Crrrz. You will recall the testimony of Secretary Sprague 
the other day. They had a chart that showed that. 

Mr. Vorys. That is right. I remember it. It turned out you needed 
more than $550 million. However, you made certain reductions in 
pricing and dropping out items, so that is where you got down—— 

Colonel Crrrz. To the figure which we finally financed, sir. 

Mr. Vorys. Don’t let me detain you any more. I now have the 
chart. That is where the $553 million came in. 

Chairman Burteson. Mr. Carnahan, you have a question ? 

Mr. Carnanan. Yes. At page 3 of your statement, these figures 
you have just been talking about, the 1958 program requests new grant 
aid funds for new weapons for approximately $339 million. The 
worldwide program is $297 million, leaving a remaining $42 million 
included in country programs. 

Colonel Crirz. Yes, sir. 

Mr. Carnanuan. Where is the bulk of this $42 million going? 

Colonel Crirz. Primarily NATO, sir, and it is included in the 
country program because we have definitely told that country we will 
provide them with that equipment. 

Mr. Carnauan. Then in addition, it is proposed that approxi- 
mately "$150 million in new Weapons be offered for sale. That, of 
course, 1 ‘equires no legisl: itive action, or no appropr lation. 

Colonel Crrrz. Except that I might add—I will mention it in just 
a minute, one of the other programs I will discuss is our sales fund 
which we are requesting. Some of the countries might ask for time 
sales and we may supply some of that, but that money, of course, is 
put back into the revolving fund. ‘To answer your question specifi- 
cally, the $150 million does not require appropriation. 

Mir. Carnanan. Is there any Ds here ‘ular reason why the $150 mil- 
lion is offered and why it isn’t $200 million or $300 million ? 

Colonel Crrrz. Yes, sir. We have alre: idy atin ations from certain 
countries—primarily Germany [security deletion |—that they want 
to buy some of our more advanced weapons and these are the amounts 
we are willing to make available to them at this time. The numbers 
involved, or the types involved are primarily Nike battalions, and 
Honest John battalions. 

Mr. Seitpen. Where are these Nike and Honest John battalions to 
be located ? 

Colonel Crirz. Mr. Selden, on page 22 you will see on the back of 
the page there the proposed allocation by country of all of those 
weapons. By type primarily NATO, throughout. 

Chairman Burteson. Are there further questions on this section? 
If not we shall proc ‘eed with the training program. 

Colonel Crirz. The training program, which is shown on page 41 
of your book, really needs no special justification here, sir, because 
the training has been included in all of the programs which we have 
discussed with you as we would through the various country and 
regional programs. We had it shown here because there are certain 
costs involved in our training which are not directly attributable to a 
country. 
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For example, we operate a school for 15 or 20 countries. You can’t 
break it out exactly by country so we have a cost in here shown in our 
worldwide program here of about $9 million. That is the only rea- 
son we bring it up here, because it is over and above the country pro- 
grams. 

Mr. Vorys. Do you have in this statement the overall cost of train- 
ing / 

Colonel Crirz. Yes, sir. On pages 43, 44, and 45. 

Mr. Vorys. That covers the whole business? 

Colonel Crirz. Yes, sir. 

Mr. Vorys. And this item merely covers the nonregional expenses. 

Colonel Crirz. That is right. 

Mr. Vorys. In this country, I guess? 

Colonel Crrrz. Primarily and maybe some overseas. 

Mr. Vorys. There will be in training about 3,457 this coming year? 

Colonel Crrrz. Just about, yes, sir. 

Mr. Vorys. Could I note at this point, Mr. Chairman, that I found 
out on a trip when Colonel Critz was along, that while we talk a lot 
about participants and exchange of students and all the rest, we found 
out, at least to my satisfaction, that these military personnel who had 
been through our training schools go back proud as punch that they 
are graduates of our training se ‘hools. They have been indoctrinated 
with the American way of life and this is the kind of a side contribu- 
tion coming out of this training program that I think is excellent. 

Colonel Crirz. I agree, sir. 

Chairman Burieson. I heard the Chinese were not too much that 
way but perhaps they didn’t have the choice. Some Chinese who were 
trained here were not enthusiastic about the United States but per- 
haps they didn’t have much choice in expressing it. 

Mr. Vorys. Do you mean they didn’t have a good reaction when 
they went home ¢ 

Chairman Burieson. Yes. 

Mrs. Bouron. In which war, the first or the second one ? 

Chairman Burieson. Both and including the one going on right 
how. 

Colonel Crirz. I might say off the record that 

(Discussion off the record.) 

Colonel Crrrz. Over all this is one of the most valuable programs 
we have in existence. 

Mr. Setpen. Could I ask why the 1958 request is more than the 1957 
appropriation 4 

Colonel Crirz. For one reason, sir, and that is that we are getting 
in a little more deeper into the training for these new weapons that 
I just mentioned. It cost us a little bit more. The rest of the train- 
ing is going on at about the same level and the only addition that we 
are asking here is for that single purpose, 

Mr. Vorys. The Air F orce, for instance, is away above the others. 

Colonel Crrrz. Yes, sir. The cost of training of pilots has always 
been high. | 

Chairman Burteson. Are there other questions on this section ? 

Mr. Carnawan. The 1958 request is $74 million, is that right? 
That is according to your statement. 

Colonel Crrrz. Yes, sir, over all. 
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Mr. CarnaHANn. What was it in 195 

Colonel Crrrz. It is 69 or 70. 

Mr. CarnaHANn. The 1958 program is to involve 38 countries? 

Colonel Crirz. Yes, sir. 

Mr. CarNanHAn. Since the beginning of the program, 42 different 
countries have received training / 

Colonel Crrrz. That is right, sir. 

Mr. Carnanan. Is this the greatest number of countries that re- 
ceived training at any one time? 

Colonel Crrrz. To my knowledge, Mr. Carnahan, I believe it is. 

Mr. Carnanan. Thank you. 

Chairman Burueson. If there is nothing further on that, shall we 
proceed with offshore procurement ? 

Mr. Vorys. Just a second on that. My attention has been called 
to the recommendations of our former chairman based on the hearings 
that we had last year on this matter. It is found at page 47-R and 
48-R in which it is recommended that military training could be 
supplemented by technical training, including reading and writing, 
agricultural techniques, and basic mechanical skills. 

Many of them serve only a year or two in military service but in 
underdeveloped countries this would be a method of adding to the 
technical skills, along the lines I mentioned. 

I wondered whether that has been considered in this program. 

Mr. Carnauan. Who makes that suggestion ? 

Mr. Vorys. This was part of the recommendations of the Foreign 
Affairs Committee through its chairman and not repealed or amend- 
ed by the committee later on. 

Mr. Carnauian. It sounds very familiar, since I did recommend 
such a program, myself. 

Mr. Vorys. The one member referred to—I will declassify some- 
thing—where it says “one member” suggested this, that member was 
Mr. Carnahan. He doesn’t get credit for it in the report. 

Mr. CarnawHAn. Did you say you just declassified it? 

Mr. Vorys. I just declassified it. 

Mr. Carnanan. My thanks to you for the declassification. 

Chairman Burieson. We can have this thing reprinted and your 
picture put in. 

Mr. Vorys. Seriously, have you fellows studied over this part of it? 
I don’t know whether you could load up your training program much 
further than you have it, with reading and writing, and that sort of 
thing, but, certainly, the technical skills could be included. In this 
country the civilian economy grabs off our technicians. I think that 
might be a blessing in disguise in a lot of these underdeveloped 
countries. 

Colonel Crirz. May I say, sir, I believe we assist that indirectly. 
For example, in our own courses in the United States, where we train 
the foreign students, we, of course, require a certain basic knowledge 
before we permit them to come, because we can’t give them the prin- 
ciples of reading, writing, and arithmetic. In our training missions 
that we have overseas we have initiated and instituted training pro- 
grams which include basic reading, writing, and arithmetic, and those 
specific items which you recommend. I believe, although it is not 
directly in the specific courses which we give, we contribute to it in 
an indirect manner. 
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Mr. Carnanuan. It appears to me that purely military training to 
the most underdeveloped countries must lee considerably because of 
lack of materials presented to the trainees. “And, in my opinion, this 
basic training would add more military strength to the country than 
the purely military training which they will get. 

Mr. Vorys. When they try to train a fellow whose ancestors and 
himself have driven oxe arts, and break them in on internal-combus- 
tion engines and electrical equipment, they acquire skills that seem 
like everyd: ay skills in this country, but are scarce as hens’ teeth all 
over the world, and, when those fellows finish their period of training, 
it seems to me they’ve got something that is valuable to the community 
and valuable to them. 

Mr. Carnanan. If the training included some of the type of skills 
that the trainee could take back to his home community to attempt 
to raise the standard of living for the people he is going back among, 
is the thing that I had in mind, and not so much the use of the highly 
technical machines that he would use just in his military activities. 

Chairman Burieson. We have some other programs of that nature, 
do we not? 

Colonel Crirz. ICA has quite a few programs in that field. Ours, 
of course, I believe contribute a great deal to that, even in some of 
the basic items, Mr. Carnahan. For example, if they learn to maintain 
and drive vehicles, diny can do that when they get back in their econ- 
omy, and so forth. 

Mr. Carnanan. I would like to add this, and I will not press the 
matter any further: Most of the other programs are programs that are 
more or less of a voluntary nature. If you have selective training for 
military purposes in a country, you certainly get the best, we hope, of 
the young men, and that, in my opinion, would be the place to give this 
basic training, which is going to, in the shortest nei time, affect the 
economies of the country. I think the idea is worthy of more careful 
consideration than has been given to it in our training programs to 
date. 

Chairman Burieson. If you will yield there, Mr. Carnahan, it 
would seem reasonable to suppose that those programs would be coor- 
dinated in some way; are they, do you know? 

Colonel Crirz. Yes, sir. Let me put it on this basis: The ICA 
programs are prim: ily i in the en field, but also have many tech- 
nical subjects. I agree with Mr. Carnahan, these basic problems men- 
tioned could be taken into aie ation and perhaps worked in. 

Mr. Carnanan. Since the military people would have access to the 
cream of the crop, they have the so-called captive audience. They 
also have a lot of time on their hands with the trainees. It seems to me 
that a fine opportunity is being lost by failure to give proper attention 
to the idea 

Colonel Crrrz. It is being considered and we are working on it with 
the United States Information Agency. 

Chairman Burieson. If there is nothing further on that, we will 
move to the offshore procurement. section. 

Colonel Crrrz. This is not a program for which we require any 
specific amount of money. We include it here merely to keep you 
posted on what is being done in that respect. As you recall, the peak 
of the offshore procurement program started as a result of the Korean 
war, at which time we were devoting most of our production to our 
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own requirements for Korea. Since that time, the program has de- 
creased, and for fiscal year 1958 we anticipate approximately the same 
level as for fiscal year 1957, which is about $100 million, the peak year 
being a little over a billion and a half. But no money is requested spe- 
cific ally for this program. 

Mr. Vorys. 43 percent of the total orders placed were for ammu- 
nition ? 

Colonel Crrrz. Yes, sir. 

Chairman Burixson. Are there any questions on this subject ? 

Mr. Corrtn. I came in just as the Colonel was finishing on offshore 
procurement. What sort of things are being procured at the present 
time ? 

Colonel Critz. At the present time, sir, most of the procurement is 
for special weapons and equipment whic +h we do not produce here in 
the United States. For example ,the Iraqi Army is equipped prima- 
rily with British weapons. Some countries in the Far East have spe- 
cial types of equipment that were originally procured from Japan. 
So, rather than change the equipping “of those forces where we are 
supporting certain military forces, we buy the same type of equipment. 

Mr. Corrin. Are we providing any vessels or other types of mili- 
tary equipment via offshore procurement? 

Colonel Crrrz. Yes, sir; we have in the past, and in the program 
which you are considering there is a limited number of vessels which 
will be considered. 

Mr. Corrry. What type? 

Colonel Crirz. They are small vessels, sir, primarily the mine- 
sweeper type, and smaller. 

Mr. Corrtn. I see. How many minesweepers? Take that class in 
partic ular. 

Chairman Burieson. While you are looking for that, is there a list 
of these items in the book ? 

Mr. Vorys. While you are looking for that, also, I note that in the 
offshore procurement of vessels, the reduction in cost is sometimes 50 
percent below the cost procured in the United States. 

Colonel Crirz. Yes, sir. 

Mr. Sevpen. On what page in this book can we find the offshore 
procurement program ¢ 

Colonel Crirz. It isn’t in this book, sir. The offshore procurement 
section, itself, is on page 25, and the table is on pages 27 and 28. But 
I meant it doesn’t list the vessels and items that I mentioned. 

Chairman Burteson. It lists the nature ‘ 

Mr. Corrrx. Mr. Chairman, my question arose out of the fact that, 
for example, in my district we have a couple of yards that used to make 
minesweepers, but the employment isdown. | would like to have from 
the colonel the justification ‘for this program. I know that we can’t 
make everything in this country, and shouldn’t make everything in this 
country, but where I have a bad economic problem it is sometimes 
hard to tell my people why it is that we use their tax dollar to secure 
in an offshore procurement program something they would dearly love 
to make here at home. 

Colonel Crrrz. There are two reasons, sir. In several instances 
where we have a country that has been able to manufacture or will 
come to agreement with us on the manufacture of vessels, they have 
produced some of their own, and they have a capability of producing 
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so many more which will meet two-thirds or three-fourths of their 
requirements. We have gone into agreement with them on a 1-for-1 
basis, that we will procure one and they will procure one other, and, 
by keeping them standard, they will have the same types of equipment 
and can support them from the point of view of maintenance and spare 
parts in future years, and will not be dependent upon us. 

Mr. Corrin. That is one reason. 

Colonel Crirz. That is right. 

In Japan we are trying to standardize their equipment just like we 
are over in Europe. 

Mr. Corrrn. Did I understand you correctly that this program is 
tapering off now ? 

Colonel Crirz. Yes, sir; it is. 

Chairman Gorpon. May I ask a question on this ammunition: Is 
it comparable with our calibers of ammunition ? 

Colonel Crirz. Do you mean the type they use ? 

Chairman Gorpon. Yes. 

Colonel Crirz. No, sir; it is a different type. 

Chairman Gorpon. In other words, if we sold it to them they 
couldn’t use it ? 

Colonel Crirrz. That is right. 

Mr. Carnanan. Is local currency used in offshore procurement? 

Colonel Crirz. Yes, sir, it is, to the maximum extent possible. For 
example, I can cite one example of a recent contract which we com- 
pleted with Japan, in which we used over two-thirds local currency. 
The rest were dollar import requirements. 

Mr. SevpEN. When you use local currency, do you purchase it with 
American dollars ? 

Colonel Crirz. Yes, sir. We either get that local currency by buy- 
ing it from the Treasury, using our appropriations, or we turn it over 
to the International Cooperation Administration to generate local 
currency for us by the sale of commodities or surplus agricultural 
produc ts. 

Chairman Burteson. Counterpart? 

Mr, Carnanan. I didn’t quite understand what you said. 

Colonel Crrrz. When we use local currency for offshore procure- 
ment we either buy local currency, generated by Public Law 480, from 
the Treasury, or we go to the International Cooperation Administra- 
tion and give them our dollars and they, in turn, generate local cur- 
rency by the sale of commodities or surplus agricultural products in 
the country concerned under section 402 of the Mutual Security Act, 
and then we eventually use the local currency. 

Mr. Carnanan. The question I asked was: Do we use the Public 
Law 480 currency, directly for the purchase of an offshore item? 

Colonel Crrrz. In those limited cases where we use Public Law 480 
currency for offshore procurement we use dollars to buy that local 
currency from the Treasury. 

Mr. Carnanan. Well, then, in effect, we are not then actually using 
Public Law 480 local currencies? We are just buying local currency. 

Colonel Crrrz. No, sir. Maybe I didn’t make myself clear. There 
is no outflow of dollars. 

Mr. Futron. Under section 105 of Public Law 480, other United 
States Government departments and agencies, such as the Department 
of Defense, the State Department, or ICA using such currencies 
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for a purpose for which funds have been appropriated shall reim- 
burse the Commodity Credit Corporation in dollars an amount 
equivalent to the value of the foreign currency used? 

Colonel Crirz. We do, sir. 

Mr. Furron. The currencies are used for the purposes in section 
104, but they are under 105 deposited in a special account to the credit 
of the United States. 

Mr. Vorys. We must remember, however, that one of the purposes 
of offshore procurement was to give these countries dollar exchange, 
so an awful lot of this was paid for in dollars. 

Colonel Crirz. That is correct, but Mr. Carnahan’s question was: 
Do we use some local currency, and the answer is we do. Where we 
can use it for local contracting, we do use it. 

Mr. Carnanuan. With appropriated funds local currency is pur- 
chased to pay for the offshore procurement ? 

Colonel Crirz. It is a bookkeeping shift between us and the Treas- 
ury when Public Law 480 currency is used. 

Mr. Sevpen. In other words, Colonel, when you use local currency 
you take dollars to purchase that local currency from the Treasury ; 
those dollars go back into our Treasury and are credited to the Com 
modity Credit Corporation. Is that correct / 

Mr. Fuiron. That is authorized under section 105 of Public Law 
480. 

Mr. Carnauan. When an agency uses their appropriated funds to 
purchase local currency from the United States Government to pay 
for offshore purchases. 

Colonel Crirz. It is a bookkeeping transaction; yes, sir. 

Chairman Burieson. Mr. Fulton, do you have a question / 

Mr. Furron. The gentleman from Maine had brought up a question 
that had been in my mind several years ago. As a matter of fact, I 
think the policy should be instituted of screening some of the offshore 
procurement possibilities against the depressed areas of the United 
States, as well as the labor surplus areas. Where there is hardship 
and surplus labor in this country, I think that the balance between 
purchase at home and offshore procurement then should be in favor 
of Pe American taxpayer and producer, and the American worker. 

I don’t believe that we should arbitrarily require that absolutely 
everything should be bought in the United States, either, under the 
mutual security program. You may recall that I had had an amend- 
ment adopted for coal at one time that the mutual security agency 
had to screen to see if the coal could be bought in the United States in 
depressed mining areas. Mr. Carnahan, could I read you from the 
law ¢ 

Section 105, Public Law 480: 

Foreign currencies received pursuant to this title shall be deposited in a special 
account to the credit of the United States and shall be used only pursuant to sec- 
tion 104 of this title, and any department or agency of the Government using any 
of such currencies for a purpose for which funds have been appropriated shall re- 
imburse the Commodity Credit Corporation in an amount equivalent to the dollar 
value of the currencies used. 

So it is a bookkeeping transaction. 

Colonel Crrrz. It is a book keeping transaction, that is correct. 
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STATEMENT OF BENJAMIN FORMAN, OFFICE OF THE GENERAL 
COUNSEL, DEPARTMENT OF DEFENSE 


Mr. Forman. May I add to that, Mr. Fulton. While the language 
you have just read would seem to suggest that all the local currency 
generated under Public Law 480 is pure hased by the using agencies 
from the Tre: isury, that is not the case. That is not the meaning of the 
language, if you go back to the legislative history of it. 

As shown by the testimony and the tables furnished this morning, 
when the local currency generated is allocated under the agreement for 
a under section 104 (c) which is to procure military equipment, 

facilities, and services for the common defense, there is no reimburse- 
ment to the Treasury. However, if the money is allocated for use 
under 104 (f) which is to pay United States obligations abroad, then 
there is reimbursement to the Treasury, that is the bookkeeping trans- 
action. 

I may add, with regard to 104 (c), where we do not reimburse the 
Treasury, the planned availability of the Public Law 480 currencies 
is taken into account in programing for the coming fiscal year. In 
preparing our requests for appropriations we do ti ake into account the 
fact that there is a certain amount of money available to us under 
Public Law 480, for which we don’t have to get appropriations. 

If we had to reimburse the Treasury for 104 (c) use, we would be 
coming up for a larger appropriation. 

Colonel Crrrz. With respect to offshore procurement, there is a 
possibility that Public Law 480 currencies could be used without re- 
imbursing the Treasury. However, for accounting convenience it has 
been decided in those limited cases where Public Law 480 currency is 
made available for that use that reimbursement will be made to the 
Treasury. 

Mr. Furron. On section 104 (f) authority, do you go before the 
Appropriations Committee for that ? 

Colonel Crrrz. Yes; and that is what I was talking about. 

Mr. Setpen. Can you give me the figures on Public Law 480 funds 
spent during fiscal year 1957 or fiscal year 1956, that were not reim- 
bursed ? 

Chairman Burirson. Probably Mr. Shaw will have that. 

Mr. Vorys. We had that this morning. We had exhaustive Public 
Law 480 testimony and tables presented to us this morning. 

Colonel Crrrz. Through March 31, $14.8 million for defense pur- 
poses. That is the total since ng inception of Public Law 480. 

Chairman Burieson. Are we ready to go to the military sales 
on a cash or credit. basis ? 

Colonel Crirz. The military sales program, Mr. Chairman, is new 
in our program this year, and it is our desire that military assistance 
nations assume a greater financial responsibility for the procurement 
of materiel required for their armed forces. This objective, of course, 
must be consistent with the economic and political sté ability of the 
countries concerned. 

Some progress toward the achievement of this objective has been 
made in the field of spare parts and the actual sale of military equip- 
ment to certain countries. 
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In order to further our objective, we must solve several problems 
in the field of assisting our allies to assume greater financial responsi- 
bility. The problems referred to are those typical of any buyer- 
seller operation. The seller must have the stock to sell and the buyer, 
of course, must have either the cash or the credit. The seller’s ability 
to continue selling will require continuity of investment, sales and 
reinvestment. 

Now, many countries have agreed to purchase their own spare parts 
but because of their lack of experience in procurement and the fact 
that their requirements are so small in size, they can’t very econom- 
ically purchase the whole list of spare parts which are required. 

We are requesting in effect in our program, here, financial authori- 
zation to invest in the pipeline from which we can make these sales 
of spare parts. 

Over and above the pipeline requirement, some of our allies have the 
ability and are willing to procure the materiel from the United States 
onacredit basis. This is not really a loan, it is just the credit buying 
of military equipment. 

So, what we are proposing is merely to give us the capability to, 
you might say, buy the pipelines, to sell to smaller countries who 
don’t know how to buy i in tremendous quantities, and sell to them when 
they need it. That is in the field of spare parts. 

Chaitman Bururson. Right at that point, does that mean you ask 
for an appropriation of money to finance this deal and then you sell 
it and that money is returned; is that correct ? 

Colonel Crrrz. Returned to us and set up in a revolving fund which 
would continue, and we would continue to reuse it. 

Chairman Burveson. Theoretically, we might argue that this is 
not entirely an appropriation but that if we go out of business and 
liquidate—if we don’t take bankruptcy—then we will have something 
to show for it? 

Colonel Crrrz. It will be returned to the Treasury and our intent 
in this respect is that these are entirely hard loans with a maximum 
time of repayment of 3 years. With a request also for authority 
to reuse a certain amount of local currency for which we sell, where 
we consider that we in our military assistance program can use the 
local currency which we would accept in return. 

Mr. Vorys. Mr. Chairman, could I ask this: you contemplate about 
$160 million of sales outside of this? 

Colonel Crirz. Yes, sir. Outside of this program. 

Mr. Vorys. But in those instances there will be sales for cash and 
the defense appropriation involved would be immediately reimbursed. 
If it isn’t a sale for cash, then that military appropriation has to 
handle the credit, to have that much money out of circulation insofar 
as procuring its own requirements are concerned. 

So you want us to bank this proposition, as our chairman says, 
by putting up $175 million so that we won’t be detracting from the 
procurement for our own forces? 

Colonel Crirz. That is correct, sir. 

The Congress has previously authorized us to sell on this basis, but 
we have not asked you for money in past years. This is the first time 
that we have asked you for money under the authority which you 
have previously given us. , 
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Mr. Vorys. Well, I want to make one comment. That is, you have 
said this is a new program—this banking proposition is a new pro- 
gram, but what we used to call reimbursable military assistance where 
we got paid, has amounted to $1,060 million through March 31, 1957, 
and rinvolved almost 60 countries, and it is an item that I think we are 
too much prone to kind of shove under the carpet. 

It is something we ought to keep in our own mind and call our 
brother’s attention to, because not all of our military aid has been 
giveaway. A lot of it has been just plain sales. 

Mr. Carnauan. That figure you quoted, is that the complete sales 
or is that the amount that is collected ? 

Mr. Vorys. I refer to page 4, “Military sale on a cash and credit 
basis,” and it is $1,060 million. That is no smali amount. 

You refer to our military aid program as being a $17 billion pro- 

ram. Do you subtract that billion dollars in round figures from the 
S17 billion, or do you say that we have furnished really $18 billion 
worth of military—of weapons and military aid, and we have been 
reimbursed for a billion dollars of it? 

Colonel Crrrz. The latter is correct, sir. It would be additive and 
we would be paid back. 

Mr. Vorys. Let’s get that straightened out in our report. 

Chairman Burieson. In other words, we consider this capital 
investment. 

Mrs. Bouron. We were paid back? 

Colonel Crirz. We were reimbursed for that whole amount. 

Mr. Vorys. We have put $18 billion worth of military hardware and 
training around the world and got paid for a billion of it? 

Colonel Crrrz. That is correct. 

Chairman Burieson. Are there further questions on this section ¢ 

Mr. Carnauan. The $150 million in new weapons, will they be in- 
volved in the deferred payments ? 

Colonel Crrrz. That is possible, Mr. Carnahan. If one of the coun- 
tries decides they couldn’t put up cash and asked for 3-year terms, 
that would be applicable. 

Mr. Carnauan. Up to now, the sales have been for cash, is that 
right? 

Colonel Crrrz. Primarily, sir. We have made some loans, sir. 

Mr. CARNAHAN. You mean by loan, you have sold on credit ? 

Colonel Crirz. Yes, sir, we have made some credit sales. It is be- 
tween $15 million and $25 million, sir. For fiscal year 1957 it is 
approximately $10 million. 

Chairman Burweson. Is there anything further before we pass to 
the next section ? 

If not, we will go to “Miscellaneous worldwide programs.” 

Colonel Crirz. Those are programs we have around the world. The 
first is a vehicle rebuild program which we have in the Far East. Out 
in that part of the world we have equipped all of the armed forces out 
there with World War I1-type vehicles. Those vehicles are beginning 
to see the end of the line, and we have had to establish—we started 
it in 1957—a rebuild program to put those back into shape, so that 
they can continue to be used for the next few years. 

We have established that fac ility in Japan and the program was 


started in fiscal year 1957, right now, and it will continue in fiscal 
vear 1958. 
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What we do is, we pull out of all the Asian countries these old 
vehicles as they become worn out, send them through this rebuild line, 
and then we use those rebuilt vehicles to issue as replacements as the 
countries need replacements. 

Mrs. Boiron. May | ask a question at that point? 

Chairman Burteson. Mrs. Bolton—— 

Mrs. Bouron. Do you have any trouble at all in that area with the 
Arab attitude that “It is just too bad” when they get out of order? 

Colonel Crirz. They are not as good at maintaining the vehicles but 
they are beginning to learn if they don’t repair them we don’t send 
a replacement the next day. 

Mrs. Bonron. Good. 

Colonel Crrrz. That program for fiscal year 1958 will amount 
about $63 million. Bear in mind that will provide all the sala ar 
requirements for all of the Far East countries, standard-type vehicles 
for that fiscal year. 

The other programs, sir, are very minor in nature. Offshore pro 
curement expenses, which amount to a little under 55 million; air 
craft modification, which is about $15.3 million, which involves—afte1 
we issue an airplane to a country, we learn something new about it 
back here in the States—a better wing modification, a better gun, or 
something of that sort, a better configurs ation—this program is just 
to bring all of those planes which we have previously provided, up 
to par with ours. In other words, it is to put on better equipment 
which is available. 

The aircraft support equipment, which is $34.7 million is for util- 
ities, maintenance and other equipment used in handling these various 
aircraft around the world. 

The last program, which I would like to discuss off the record, i 
the internal security program. 

(Discussion off the record.) 

Chairman Burieson. Are there any questions for Colonel Critz 
before we hear Mr. Shaw ? 

Well, Colonel, thank you very much. It has been very interesting 
and we appreciate it. 

Now we will have Mr. Markley Shaw, Comptroller, Office of Assist 
ant Secretary of Defense for International Security Affairs. 

(The prepared statement of Mr. Shaw is as follows :) 


STATEMENT OF MARKLEY SHAW, COMPTROLLER, OFFICE OF 
ASSISTANT SECRETARY OF DEFENSE, INTERNATIONAL SECU- 
RITY AFFAIRS 


I am very glad to be here, Mr. Chairman, and would like to present some 
remarks on (a@) international military headquarters, (0) NATO infrastructure, 
(c) packing, crating, handling, and transportation costs, and (d@) United Nations 
logistical support in Korea. 


INTERNATIONAL MILITARY HEADQUARTERS 

Objectives 

The support and operational costs of international military headquarters are 
jointly financed by the member governments in accordance with government-to- 
government and international agreements and under accepted cost-sharing 
formulas. This request covers expenses for NATO International Military 
Headquarters, the SEATO Permanent Military Planning Staff, and such other 
similar organizations with which the United States may become affiliated. 


MUTUAL SECURITY ACT OF 1957 999A 


The military assistance program funds requested for fiscal year 1958 ($6.550 
million) are to meet the United States obligation to support, (1) to the extent of 
24.2 percent, the operation, maintenance, and capital costs of the military head- 
quarters and agencies of NATO, and (2) the estimated United States share of 
operations of the SEATO Permanent Military Planning Staff, and other similar 
organizations. 


NATO International Military Headquarters 


This organization consists of the two primary military commands commonly 
known as SHAPE (Supreme Headquarters, Allied Powers, Europe) and 
SACLANT (Supreme Allied Commander, Atlantic) ; the Channel Command, the 
Standing Group and the several military agencies, such as NATO Defense Col- 
lege, Military Agency for Standardization, and the European Radio Frequency 
Agency. The costs allowed under the international budgets for these head- 
quarters and agencies are limited to civilian salaries and wages, operating sup- 
port (utilities, office supplies, and equipment), maintenance of building and 
equipment, and capital items. The pay and allowances of military personnel 
and supporting military equipment and hardware is the responsibility of the 
individual government furnishing the personnel and equipment. The total con- 
tribution of the United States toward this support for the 5-year period ending 
June 30, 1957, is estimated at $28 million. 

An increase in the United States contribution during fiscal year 1958 ($6.550 
million) over the average level of prior year contributions ($5.8 million) is 
anticipated as a result of the assignment to SHAPE of the maintenance and 
operation of the early warning system of NATO. This assignment of responsi- 
bility is to assure that this vital communication network will remain firmly 
under the control and operation of the international military authorities. The 
operation and maintenance of this communication network is not included in 
the infrastructure programs. 

Each headquarters and agency budget is reviewed by the Supreme Command 
involved and submitted to the Standing Group for approval from the military 
viewpoint and to the Military Budget Committee for final analysis, appraisal, 
and recommendation. The NATO Council, upon the recommendation of its Mili- 
tary Budget Committee, formally approves the budget estimates and authorizes 
the Secretary General to request funds from the member countries as required 
by the commands and agencies in accordance with the effective cost-sharing 
formula. United States interest is expressed at each successive stage of the 
budget formulation, review-analysis, and final approval. 

The accounts of each headquarters and agency are audited annually by audi- 
tors selected and appointed by the NATO Council from member countries. 
Other international organizations 

A permanent military planning staff was established on March 1, 1957, with 
headquarters in Bangkok. For fiscal year 1958, it is estimated that the United 
States share will total $50,000 for operation of the SEATO Permanent Military 
Planning Staff. In view of the fact that the United States is planning to become 
a member of the Baghdad Pact Military Committee, an additional $50,000 is 
provided for that purpose. 

The fiscal year 1958 fund request for all international military headquarters 
with comparative prior year costs as set forth in the following table is $6.550 
million. 


. teed = 
Fiscal year | Fiscal year Fiscal year 


| 
| 
1956 1957 1958 
os ee bess ssiianiisaagbaial hes . a | sedosheisaseih nihil | _ 
United States contributions to SHA PE-SACLANT and sub- 
ordinate commands and military agencies of NATO-_.- $3, 097, 547 $4, 990, 000 | $6, 140, 000 
Standing Group support - a — 286, 444 | 310, 000 | 310. 000 
Other international military organizations. ___ ae 2 100, 900 
BOWS ncesaneneanveasd eee é : ------| 3,383, 991 | 5,300, 000 6, 550, 000 


NATO INFRASTRUCTURE 


The NATO infrastructure program is designed to provide facilities for mili- 
tary forces assigned or earmarked for NATO commanders which would otherwise 
be beyond the financial capabilities of the individual NATO member countries. 
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Fiscal year 1950-57 program 

The United States has participated in the financing of international military 
construction under the North Atlantic Treaty Agreement since 1951. The pro- 
grams, which are approved in annual slices by the North Atlantic Council, total 
approximately $1,969 million for slices II through VII. These international pro- 
grams cover the major categories of airfields, communications facilities, fuel dis- 
tribution and storage systems, naval bases, war headquarters, and training in- 
stallations which are well distributed in tactical locations throughout the member 
countries. Apportionment of projects in the total program is approximately as 
follows: 


Project : Percent 
| ee at a 48. 5 
Signals communications_________ a a a a 21.0 
Pipelines and POL storage_______ eae ae, seer arene sca eae) ED 
I a a ence bint i tee i Rs 
war nesgauarters..............._..- catia alte acid Sis — 2.5 
Training installations___....____~_ aS Re NS an 2.0 


United States support of the program has been at the following agreed per- 
centages, which are shown net of taxes inasmuch as the United States deducts 
host country taxes prior to making a contribution : 


Slice: Percent 
i a a Ea a oie : . 0 
i i a a ca sania hisses semlabaonchueei ; 41. 82 
I eee eee cel * a 38. 40 
i 38, 79 
| (=A cl lic a a le Raa a i ea Svcaka = - 38. 62 
BR IE eA i Se ne ee ee ede Ne ti ‘ 39, 8&9 
oe per eile itean aaa! aie e a= BO. B1 
EEA ECR E re nee ee rae re eee sas jeiieelainh adi scbiaiseel ich tacrebeoas 39. 72 


Congress has authorized, through fiscal year 1957, United States infrastruc- 
ture contributions to a total of $780 million. The progress of the program is 
illustrated by the following: 

1. Airfields.—Of 223 airfields programed for common financing through slice 
VII, 88 were substantially complete as of September 30, 1956, and 61 others 
were usable in an emergency. It is estimated that many of the latter are now 
complete and an additional 16 usable in an emergency. 

2. Communications.—392 projects have been programed and 233 were com 
pleted at the end of 1956; 78. additional projects are expected to be completed 
in 1957. 

3. POL storage and distribution.—The program totals over 5,000 miles of 
pipelines and 600 million gallons of storage. At the end of 1956, 2,900 miles of 
pipelines and 240 million gallons of storage were completed. Many of the 
pipelines now contain fuel and fuel has been placed in some of the storage in 
the North Central and Southern European areas. A major portion of the total 
system will be in operation by the end of 1957. 

Proposed fiscal year 1958 program 

In August 1956 the North Atlantic Council agreed to the programing of addi- 
tional infrastructure over the next 4 years at a cost not to exceed $630 million. 
All nations, including the United States, agreed—subject to legislative action 
A new cost-sharing agreement resulting from the participation of Germany has 
been completed which reduced the United States contribution to approximately 
34.7 percent net of taxes. The 1957 slice VIII program of the new agreement 
is now being processed. This new 4-year program will be directed primarily 
at facilities necessary to survive an initial atomic attack and the first phases 
of an atomic war. Such urgent requirements as an early warning system, a 
forward scatter command communications system, and dispersal of airfields 
are contained in the first increment of the new 4-year program. 


ADDITIONAL INFRASTRUCTURE AUTHORIZA1ON REQUIRED 


In view of the actions taken by the North Atlantie Council, it would be in 
the United States interest and it would advance defensive efforts of NATO, 
if the Congress increased by $220 million the current authorization to contribute 
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to the support of United States participation in the international agreement, 
making the total United States authorization $1 billion. The increase is re- 
quested. 
Fiscal status 

The status of United States obligations and United States expenditures is as 
follows: 


{In millions of dollars] 


Cumula- | Estimated | Cumula- | Estimated | Cumula- 
tive June | fiscal year | tive June | fiscal year | tive June 


30, 1956 1957 30, 1957 1958 30, 1958 
United States obligations, total | 558. 8 75.0 633.8 109. 4 | 743. 2 
Military assistance =e 418.8 | 75.0 493.8 109. 4 603. 2 
Other - 140.0 | 140.0 140.0 
United States expenditures, total_ 358. 9 86.6 445.5 103. 0 548. 5 
Military assistance... .......-.-....--------| 281.4 | 75.0 356.4 90.0 446.4 
Other ....<-. cesta in tee | 77.5 | 11.6 89. 1 13.0 | 102. 1 


| 
| 


Note.—1. This table excludes $51 million used for military public works not within the ceiling of $780 
million. 2. The item ‘‘other’’ refers to $140 million appropriated under DOD military functions, and is 
applicable to the current authorized ceiling of $780 million, 


PACKING, CRATING, HANDLING, AND TRANSPORTATION COSTS 


Fund requirements for packing, crating, handling, and transportation (com- 
monly known as P. C. H. and T. or accessorial costs) cover operating expenses in- 
curred in preparation and delivery of military equipment and supplies to recipient 
countries under the military assistance program. Transportation refers to costs 
of moving materiel from point of origin to the recipient country. Other operating 
expenses include: 

1. Field procurement and inspection ; 

2. Receiving, warehousing, and related station operation and maintenance 
costs; and 

8. Supply and services connected with delivery of ships and aircraft, from 
point of outfitting or completion, to destination. 

The estimate of 1958 fund requirements for P. C. H. and T. is $131.4 million. 
This compares with actual obligations of $132.8 million in fiscal year 1956, and 
a current estimate of $124.5 million to be obligated during fiscal year 1957. <A 
summary of accessorial costs during the 3-year period is as follows: 


{Dollars in thousands] 


Fiseal vear Fiseal ve I ‘ 

1956 1957 1905 
> CC, H.and T. delivery base $9 ORG. TOO $1. 912. AM $1. 824. 600 

] H.an | 2 1 2 1, 824, 
Accessorial obligations, total 132, SOL 124, 500 131, 400 
PCH 61. 500 55, 600 1. 400 
rransportation 71, 300 68, 900 80) O00 
Ratio, total accessorial obligations to delivery base (percent 6.4 6.5 7.2 
1 Delivery base used in P.C. H. and T. calculation excludes OS P deliveries upon which no P.C. H.and T. 


is paid 


At the present time, the subject of accessorial cost factors (factors or rates 
used by the military departments in computing handling and transportation costs) 
is under review for the purpose of increasing standardization and simplifying 
costs accounting. It is expected that cost factors and rates will be established 
for application on a uniform basis. It is not expected that revised cost factors 
will affect appreciably, upward or downward, the total accessorial fund require- 
ments for 1958. Rates will be reviewed annually and adjusted as required. The 
increased shipments being made to the Far East account for the increase in the 
ratio of accessorial obligations to delivery base for fiscal year 1958. 
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MILITARY ASSISTANCE ADMINISTRATIVE EXPENSE 


The administrative costs of the military assistance program are borne by the 
military department appropriations and the mutual security appropriation with, 
in some instances, services and facilities furnished in kind by the recipient 
countries. 

The military departments from their appropriations, carry a large share of 
the total administrative and operational costs necessary to carry out the military 
assistance program through funding expenses of the following types: 

(1) Pay and statutory allowances of military personnel in the field and in 
Washington. 

(2) Medical expenses, including facilities, of military personnel and their 
dependents. 

(3) Approximately one-half of the travel expense incident to the change of 
station of military personnel. 

(4) Operation and maintenance of facilities for personnel and for recreation. 

Mutual security funds are used only to pay those costs related to the additional 
administrative and operational support reyuirements which are not met by the 
military departments. Such requirements, for Military Assistance Advisory 
Groups (MAAG’s) and other overseas agencies, as well as for departmental 
operations, must be clearly additional to the normal service programs in order 
to be eligible for funding from the mutual security appropriation. 

Costs funded from the mutual security appropriation include, in Washington, 
those expenses in the Office of the Secretary of Defense and in the military de- 
partments which are related to administrative activities concerned exclusively 
with the military assistance program. In the field within the United States 
only the Air Materiel Command and the Air Training Command of the United 
States Air Force receive mutual security funds for administrative expenses re- 
lated to the military assistance program. 

Overseas there are currently 5 regional groups and 36 MAAG’s and missions 
supported by mutual security funds. The regional groups are the Office of De- 
fense Affairs of the United States mission to NATO and European Regional 
Organizations (USRO) in Paris, and the military assistance elements of the 
unified commands (CINCEUR, CINCPAC, CINCFE, and CINCARIB). 

In many countries the United States embassies furnish a large part of the 
administrative support for the MAAG’s and other military assistance activities, 
thus avoiding duplication of functions. The Department of State is reimbursed 
from mutual security funds for this support. 

The estimated requirements for fiscal year 1958 mutual security funds for the 
administration of the military assistance program total $25.5 million. 

The fiscal year 1958 estimate for administrative expenses is for the support 
of the requirements of departmental and field activities in the United States, 
5 regional groups, and 36 MAAG'’s and missions overseas and a planned increase 
of 2 MAAG’s. The differences in the fiscal year 1958 estimate compared to the 
previous year can be attributed to: 

1. Departmental: Increases in average salary, in emphasis on field inspection 
and review to provide more detailed supervision and control of the program, 
and the new requirement that each department provide the retirement contribu- 
tion of 6% percent of base salary (civilian) previously provided by separate 
appropriation by the Congress. Offset against these are the savings to result 
from the reduction in departmental personnel (12 percent by the end of fiscal 
year 1958) ordered by the Secretary of Defense. There is a net increase in re- 
quirements. Costs of support furnished by State and ICA also increase as a result 
of the 614-percent retirement contributions and increased services. 

2. Overseas: The estimate for fiscal vear 1958 includes funds for 2 new 
MAAG’s, and increases due to permanent change of station movements and the 
6 percent for retirement contribution on salaries of United States civilians. 

Included also in the fiscal year 1958 estimate for overseas MAAG’s are funds 
for replacement of motor vehicles which have heretofore been provided from 
service appropriations. These expenses have not been chargeable to MAP ad- 
ministrative expenses in the past. Legislation will be necessary to permit pro- 
curement of passenger-carrying vehicles in fiscal year 1958. 

Total overseas requirements, within the $25.5 million allowance, remain ap- 
proximately the same as in fiscal year 1957. 

A 3-year summary of the administrative expenses of the military-assistance 
program is as follows (in thousands of United States dollars) : 
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Fiscal year Fiscal year Fiscal year 





1956 1957 1958 
Departmental and field_ an a fee eR Tae $6, 430 $7,018 $7, 385 
Overseas __ sadn’ datcehassl 9, 988 11, 540 12, 815 
State and ICA support...._......-------- ee Sa Tas | 4, 621 | 4, 442 | 5, 300 
oe ee iene sbuaguinsiSanstethdeald | 121,039 | 23, 000 | 25, 500 
| 





1 Represents actual obligations against administrative expense fund ceiling; excludes any deobligations or 
prior-year funds. 


UNITED NATIONS LOGISTICAL SUPPORT IN KOREA 


Since the beginning of the Korean war in June of 1950 and through June of 
1956, the United States has furnished logistical support to the other United 
Nations forces operating in Korea. The value of this support totaled $385 million, 
with reimbursements from the participating countries of only $91 million. The 
appropriations of the military departments provided this logistic support through 
fiscal year 1956. Beginning with fiscal year 1957 the logistical support of some of 
these foreign forces, still under the command of the U. N. commander, has been 
financed by the appropriations made available to the military assistance program. 
Fiscal year 1957 program 

The budget estimate for this program in fiscal year 1957 was $12 million. 
Fiscal year 1958 program 


Each of the nations participating has such a small contingent in Korea that it 
has been determined that it would be uneconomical and inadvisable to establish 
a separate logistical base for each country’s force. Therefore the United States 
has agreed to provide the logistical support. To assure continued support in fiscal 
year 1958, $12 million is included for this item. 

The fiscal status of the program follows (in thousands of dollars) : 





July 1, 1956, 


to Feb. 28, to June 30, Total 
1957 1957 
diame i 5% saline acts dibesoss celal laid 
Obligations. ah $4, 929 $4, 071 | $9, 000 
Expenditures- ; 6 acta 4, 929 3, O71 8, 000 


Mr. Suaw. In summary, we start with International Military 
Headquarters, which calls for $6,550,000 from the total military assist- 
ance appropriation request before the Congress. This amount is 
larger than the amount we requested and used in fiscal year 1957. The 
addition is required because of the additional responsibilities being 
undertaken by the International Military Headquarters for the opera- 
tion of the scatter communications projects which you have previously 
heard about. 

I am likely to be a little too enthusiastic, perhaps, about the Inter- 
national Military Headquarters and the NATO infrastructure pro- 
gram, because I have in the past been a member of the United States 
deleg: ition to NATO and represented the United States on the Budget 
Committee which examines the International Military Headquarters 
budgets, and on the NATO Infrastructure Committee which advises 
the NATO Council in the administration of that program. 

The International Military Headquarters consists of the SHAPE, 
international military operations, and the SACLANT military opera- 
tion. I think you all know SHAPE is the Supreme Allied Headquar- 
ters in Europe, and SACLANT is the Supreme Allied Command, At- 
lantic, with headquarters located in Norfolk. 
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As I told the committee last year, the budgets presented by the 
principal commands and subordinate commands are examined very 
carefully by an international group of budget expe rts, and I can as- 
sure you that their examination is much more critical than that any 
budget committee would provide in the United States. The budgets 
are prepared by each command, the principal commands and subordi- 
nate commands. They are examined by the committee, screened very 

carefully and the funds required for the support of those headquarters 
are made available by contribution from each of the NATO nations. 

Chairman Burteson. You are asking $6,550,000. Last year it was 

3 million. 

Mr. Saw. That is correct, sir, and our contribution to the multi- 
lateral fund is 24.2 percent. 

Chairman Burteson. Is that the strongest statement you can make, 
in presenting this request? Are you saying that the reason for the 
increase is because of exp anded activity and responsibility ? 

Mr. Suaw. Yes, Mr. Chairman. It is important to realize that the 
funds contributed by the member nations to the support of the Inter- 
national Military Headquarters is only a very small percentage of the 
overall cost. 

Military pay and allowances of the military personnel assigned to 
the headquarters are paid by the contributing states. This money is 
to support the maintenance of the headquarters buildings, the civilian 
labor, the transportation, communications, light, heat, and power, and 
things of that sort. 

It is a very small portion of the total expenditure by the member 
countries, and consequently the operation cannot be measured by the 
apparent cost as shown in this request. 

Chairman Burteson. The point I was making is, we should have a 
pretty good explanation for any increased requests. 

Mr. Suaw. In the international operations as well as the United 
States operation, the planning, which is the responsibility of the 
International Military Authority, is getting more complex all the 
time, because of the increased complication of the equipment and the 
training operations. 

Chairman Burreson. I think that is clear. 

didn’t have particular reference to this item, but to all items. 

Mr. CarnaHan. Does the headquarters being established in Bangkok 
contribute to the figure ? 

Mr. SuHaw. Yes, sir. 

A small amount for Bangkok is included. 

Mr. Carnanan. $50,000 ? 

Mr. SHaw. $50,000, sir. 

This is to support the United States share of that military planning 
operation. 

Mr. CarNanan. And also for the military conference of the Baghdad 
Pact. You are including another $50,000, also ? 

Mr. SHaw. Yes, sir. 

Chairman Burteson. Are you ready to go to the infrastructure, if 
there are no questions on the first section ? | 

Mr. Suaw. There is a change in our request this year for NATO 
infrastructure. 

Up until this time, up until the year 1958, the Congress has pro- 
vided authority to contribute to the military assistance program, $780 
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million, to contribute the United States’ share of the total infrastruc- 
ture cost. In the fall of 1956, the NATO council agreed subject to 
legislative approval to extend or expand the infrastructure program 
by $630 million. Consequently, we are now asking, in our language 
for the authorization, an increase from $780 million to $1 billion or 
an increase of $220 million. This is authority, only. The funds re- 
quired in fiscal year 1958 amounting to $109 million are included in the 
military assistance request. But in fiscal year 1958 legislation, we 
would wish to have an increase in the United States authority to 
contribute over the next 4 or 5 years, whatever time it takes to complete 
the program. 

To date, the United States has obligated against infrastructure, 
$653.8 million, and in the same period we have expended $445.5 million. 

Our obligations for fiscal year 1958 are estimated to be $109 million. 
Our expenditures for the same year are estimated to be $103 million. 

The infrastructure program provides the physical facilities re- 
quired by the international forces for the support of troops in wartime. 

Chairman Burirson. Some of our colleagues were not here when 
General Norstad testified, but is this similar information ? 

Mr. SuHaw. This is it. This is the public works to support General 
Norstad’s international military operation. 

Chairman Bur ieson. Then from those charts it is very obvious that 
there are new things taking place as NATO progresses toward goals 
to accomplish the mission for which it was created. New costs for im- 
provements seem to be the answer. What impressed me particularly 
was the new detection system. 

Mr. Suaw. Unfortunately, every time the military plan changes, 
funds are required to support it. Especially in public works, and 
physical facilities. That is the reason why we are asking for an exten- 
sion of the authorization to contribute in this year’s legislation. 

Chairman Burveson. Are there questions on this part of Mr. Shaw’s 
presentation / 

If not, 1 presume we can go to packing, crating, handling, and trans- 
portation costs, 

Mr. Suaw. Packing, crating, handling, and transportation is a sup- 
porting cost that is mandatory if the Congress agrees that the military 
assistance program should continue to ship military equipment, and 
supplies to foreign friendly countries. It is necessary to pay the mili- 
(ary departments who procure and do the shipping for the costs in- 
volved in packing the items, in crating, handling and paying the ship- 
ping charges of the hard goods or other materials that are included 
in our program. 

The amounts involved are based upon the value of the shipments dur- 
ing any given year. This year the price once more is going up. We 
are asking for $131.4 million for fiscal year 1958. One of the reasons 
for this increase, which is not one that will hurt the taxpayer in any 
way, is that the Department of Defense is now trying to establish a 
more standardized method of computing these charges. The percent- 
age rates, as you would see in my prepared statement, have increased 
from 1956, when it was 6.4 percent, to 7.2 percent in 1958. But these 
moneys are used to reimburse service appropriations and consequently 
are a credit in the military department appropriation and not an addi- 
tional cost to the United States. 
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Chairman Burieson. What effect has the 50 percent requirement 
on American-flag ships had to do with this cost ? 

Mr. Suaw. It has had nothing to do with this. Costwise, the costs 
are, I think, equal. 

Chairman Burieson. Any increased cost is all I am interested in. 

Mr. Sevpen. May I ask a question, Mr. Chairman ? 

Chairman Burueson. Mr. Selden 

Mr. Setpen. What is the reason for the increased cost in transporta- 
tion under this program over last year ? 

Mr. Suaw. Mr. Selden, if you will remember, during the early part 
of the presentation, a shift has been shown from the NATO countries 
to the Far East. It costs more to ship American material to the Far 
Eastern countries than it did to ship to the NATO countries, simply 
because of the increased distance involved. 

Mr. Setpen. That will account for the increase from $68 million in 
transportation costs for fiscal year 1957 to the sum of $80 million pro- 
posed for 1958? 

Mr. Suaw. That is part of it. You will notice that the delivery 
base which is the top line of that chart shows that we estimated 
$1,912 million for 1957, and we are estimating $1,824 million for 1958. 
So the balance of the justification for the increase is that the Depart- 
ment of Defense, as I tried to explain, is trying to standardize through- 
out the entire establishment, factors which can be used in all cases, 
in lieu of computing actual costs and going through that terrific 
amount of bookkeeping. It has been decided that we would use cost 
factors, a percentage of the total value, to reimburse the service de- 
partment that serves us. The same is true with the military depart- 
ments in dealing among themselves, as they do all the time. There is 
quite a great volume of buying and selling among the Army, the Navy, 
the Marines, and the Air Force. So to standardize the procedure in 
the Department of Defense, new factors have been established which 
seem to be more representative of the actual cost. 

As I explained a moment ago, this money, if the factor happens to 
be wrong, doesn’t make any difference to the taxpayer of the United 
States. The only result would be, either the military department or 
the military assistance appropriation would be standing a little more 
of the cost than it otherwise would. 

It is impossible to make any adjustment to these figures. This is 
almost a mandatory thing if we are to continue. 

Mr. Sexpen. I just noticed that the packing, crating, and handling 
charges were decreasing by about $4 million from 1957 to 1958, and 
yet, your transportation cost increased about $12 million, and I wanted 
an explanation. 

Mr. Suaw. It depends upon the value of the delivery or the volume 
of the materials being delivered, and the destination to which that 
material is headed. 

Mr. Sexipen. Thank you. 

Chairman Burteson. Is there anything further on that? 

If not, we will go on to military assistance, and administrative 
expense. 

Is there anything significant in this section except the inclusion of 
social security and retirement costs ? 

Mr. Suaw. There is not; no, sir; but I understand there is a special 
meeting of this committee called for Monday morning to examine that 
item. I suggest it be postponed. 
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Chairman Burveson. If it is agreeable with the committee we will 
skip over to United Nations logistical support in Korea. 

Mr. Suaw. In fiscal year 1957, $12 2 million of our military assistance 
appropriation was set aside to pay for the materials and services 
needed to support the United Nations forces, which are, in addition 
to ours, still stationed in Korea. This support is on a reimbursable 
basis. The State Department has negotiated with the countries con- 
cerned, and consequently by unanimous opinion it was decided it would 
be much more efficient for the United States supply line to supply the 
various units of the countries represented in the United Nations or- 
ganization in Korea so a single logistical supply line would be estab- 
lished. 

This is what we have done in fiscal year 1957. Prior to that time, 
the Department of the Army, Navy and the Air Force were furnish- 
ing the items but the comptroller of the Department of Defense con- 
sidered that this was a charge that should be applied against the 
military assistance program and the Congress last year accepted it. 
We advanced the money to the military departments concerned to 
furnish the material and services required and the countries are ex- 
pected to reimburse the Treasurer of the United States for those 
services, 

Chairman Burteson. Do you have anything to say about a news 
item of today, regarding the decision to increase our own capabilities 
in South Korea? 

Mr. Suaw. I know something about it. I don’t think I am the 
appropriate witness. I think perhaps the State Department would 
be a better authority. 

Mr. Carnanan. I wanted to ask if additional funds might be in- 
volved as a result of the announced new program. 

Chairman Burreson. That is the point. 

Colonel Crirz. Mr. Chairman, I can speak to this extent: there 
will be no additional funds in our fiscal year 1958 program because the 
announced intention was solely the modernization of United States 
forces. 

Chairman Burteson. Will increased capabilities be applied to all 
United Nations forces or to United States forces only ? 

Or is that one and the same? 

Colonel Crirz. This is off the record. 

(Discussion off the record.) 

Chairman Burieson. Are there questions for Mr. Shaw on the 
latter part of his statement or any other part ? 

[Security deletion. ] 

Mr. Corrin. Is there any effort to have other nations come im on a 
rotating basis te keep the international ek ae ? 

Mr. Suaw. A constant effort is being made, I understand, to ac- 
complish that, to accomplish the largest possible assortment of United 
Nations representation in the Korean field ; yes, sir. 

Chairman Burteson. Are there any further questions / 

If not, thank you very much, Mr. Shaw. The committee is ad 
journed. 

(Whereupon at 4:20 p. m., the committee adjourned. to reconvene 
at 10:30 a. m., Monday, June 24, 1957.) | 
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Committee of the Whole on State Department Organization 
and Foreign Operations 


MONDAY, JUNE 24, 1957 


Hovss or REPRESENTATIVES, 
CoMMITTER ON ForreIGn AFFAIRS, 
Washington, D.C. 

The committee met, in executive session, pursuant to call, at 10:40 
a. m., in room G-—3, United States Capitol, the Honorable Thomas 5. 
Gordon (chairman), presiding. 

Chairman Gorpon. The committee will come to order. Pursuant 
to our schedule, the committee will now resolve itself into the Commit- 
tee of the Whole on State Department Organization and Foreign Op- 
erations for further consideration of the mutual secur ity program. 

Mr. Hays of Ohio, as chairman of the subcommittee, will preside 
at this morning’s meeting of the full committee. Mr. Hays, will you 
proceed. 

Chairman Hays of Ohio. Thank you, Mr. Chairman. We have a 
long list of witnesses this morning, gentlemen. I think if you have a 
prepared statement, we would like to have you file it, and then sum- 
marize the high points of it as much as you like, and those me mbers of 
the committee who are present, who desire, can ask you any questions 
that they like. 

Mr. Shaw, would you care to proceed and state for the record which 
department you are with, what your position is, and what you are 
going to talk about ? 


STATEMENT OF MARKLEY SHAW, COMPTROLLER, INTERNATIONAL 
SECURITY AFFAIRS, DEPARTMENT OF DEFENSE 


Mr. Suaw. Lam the ISA Comptroller. I plan to talk this morning 
on the administrative expense requirements or costs of the military 
assistance program. I do have a statement, sir. At your suggestion, 
I will request that it be included in the record. 

Chairman Hays of Ohio. Without objection, it will be included in 
the record. Then, if you would like to speak to it, as | say, summarize 
it for us, it will be helpful. 

(The statement referred to is as follows :) 


DEPARTMENT OF DEFENSE, ADMINISTRATIVE EXXPENSES—MILITARY ASSISTANCE 
PROGRAM, FiscaL YEAR 1958 


GENERAL STATEMENT 


The costs of administering and operating the military assistance program are 
met from military department appropriations and the mutual security ap- 
propriation, with the addition of services and facilities (assistance-in-kind ) 
furnished by some recipient countries. 

1009 
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The military departments bear a large share of the total costs through furnish- 
ing required military personnel, equipment, and facilities to carry out the nilitary 
assistance program. Typical expenses funded from the military department ap- 
propriations are (1) pay and statutory allowances of military personnel in the 
field and in Washington, (2) medical expenses, including facilities, of military 
personnel and their dependents, (3) approximately half the costs of the travel 
expenses incident to the change of station of military personnel, and (4) opera- 
tion and maintenance of facilities for personnel and for recreation. 

Mutual security funds are used to pay for those additional administrative and 
operational requirements which are not met by the equipment and facilities fur- 
nished by the military departments. Such requirements generated by the Military 
Assistance Advisory Groups (MAAG’s) and other overseas activities, as well as 
departmental operations, must be clearly identified as additional to normal service 
programs in order to qualify for mutual security funds. The costs of adminis- 
trative activities concerned exclusively with the military assistance program in 
the Office of the Secretary of Defense and in the military departments, including 
United States field organizations (Air Materiel Command and Air Training 
Command), qualify for mutual security funding as do the costs related to the 
support of the MAAG’s and the five regional groups overseas. The regional groups 
are the Office of Defense Affairs of the United States Mission to NATO and 
European Regional Organizations (USRO), and the military assistance elements 
of the unified commands, CINCEUR, CINCPAC, CINCFE and CINCARIB. 

The administrative support furnished the MAAG’s is supplied in large part in 
many countries by the United States embassies, thus avoiding duplication of 
support functions. The Department of State is reimbursed from mutual security 
funds for the support rendered. 

The Bureau of the Budget has established the allowance for administrative 
expenses for fiscal year 1958 at $23,500,000. Fiscal year 1958 requirements 
presented here have been adjusted down to this allowance. Major differences be- 
tween the budget for fiscal year 1958 and previous years include (1) the re- 
quirement that each department provide the retirement contribution of 6% 
percent of the base salary (civilian) previously provided by separate appropria- 
tion by the Congress, and (2) the inclusion of estimates of requirements for 
motor vehicles for the use of MAAG personnel. These expenses have not been 
chargeable to MAP administrative expenses in the past. Necessary legislation to 
permit the procurement of passenger-carrying vehicles with MAP funds is being 
requested. Other factors influencing the estimate for fiscal year 1958 are in- 
creases in average salary, an increase in the estimated requirements for estab- 
lishment of projected new MAAG’s, and the requirement for regular pay in excess 
of the 52-week base. 
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MAP administrative expenses 


[In thousands of dollars] 
| ” ' 
Fiscal year Fiscal year Fiscal year 
1956 (actual) | 1957 1958 ! 
| (estimated (estimated) 





Departmental and field (United States), (includes USRO $6, 430 $7, 018 $7, 402 
Overseas 
CINCEUR 597 | 580 
Belgium 429 | 432 
Denmark 278 | 258 
France 759 767 
Germany 398 | 407 
Italy 519 | 520 
Netherlands 290 | 290 
Norway 312 | 314 
Portugal | 252 255 
Spain 325 330 
United Kingdom 221 | 116 
Yugoslavia 214 | 215 
Subtotal, Europe 3, 843 4, 594 4,484 
Ethiopia 37 59 | 60 
Greece 775 859 | 863 
Iran 291 298 | 390 
Iraq 39 103 | 182 
Pakistan i ‘ 229 33) | 332 
Turkey 944 926 | 932 
Subtotal, Middle East 2, 315 2, 575 | >, 669 
CINCPAC 8S 153 | 154 
CINCFE ; 4 | 4 
Cambodia 239 351 | 351 
Japan , 707 68 | 674 
Korea 99 110 
Philippines 395 457 460 
Taiwan 1,494 1, 454 | 1, 250 
Thailand 346 479 505 
Vietnam 537 455 | 455 
Subtotal, Far East and Pacific 3,716 4,120 3, 963 
CINCARIB 19 62 62 
Chile 19 15 4 
Colombia 10 4 5 
Cuba l l 
Dominican Republic 42 31 31 
Ecuador 3 2 2 
Guatemale 6 6 
Ilonduras 5 3 3 
Nicaragua | 2 2 
Peru 8 4 1 
Uruguay 6 12 12 
Subtotal, Western Hemisphere 114 142 129 
New MAAGs 108 | 135 
Total overseas 9, 988 11, 540 | 11, 380 
Overseas and departmental 16, 418 18, 558 | 18, 782 
State support - 4, 365 3, 973 | 4,100 
ICA 256 469 | 618 
Grand total | 3 21, 039 23, 000 23, 500 


Adjusted to $23.5 million ceiling established by Bureau of the Budget. 
2 Less than $500 


3 Represents actual obligations against the administrative fund ceiling; excludes any deobligations of prior 
year funds. 
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Department of Defense, MAP administrative expense, 
strengths’ 


average personnel 


United 


United 


| Fiscal year 1956 Fiscal year 1957 | Fiscal year 1958 
(actual (estimated (estimated) 


United 


Mili-| States | Locals 2} Mili-| States | Locals 2) Mili-| States | Locals 2 
tary civil- tary civil- | | tary | civil 
lan lan lan 
Departmental and field (United 
States 
Departmental 
Army 452 470 454 
Navy 34 142 34 159 34 163 
Air Force 5 119 5 126 35 123 
OSD (including USRO 9 151 69 159 64 155 
Total 128 8H4 138 914 1 89 
Field, United States (Air 
Force 12 126 12 132 12 129 
Total 140 990 150 1, 046 145 1, 024 
Overseas 
CINCEUR 90 34 87 2 R5 35 
Belgium 6 12 72 10 78 10 ‘ 
Denmark 46 7 45 7 42 7 
France 114 1 106 3 102 29 
Germany 85 23 93 ) 93 32 
Italy 84 15 89 15 82 15 
Netherlands 61 7 53 7 Ab 7 
Norway 60 | ® 58 7 55 8 
Portugal. 49 7 46) 7 19 7 
Spain R5 15 RA 16 RG 7 
United Kingdom 44 8 41 8 19 ; 
Yugoslavia 48 60 55 
Subtotal, Europ 842 16 835 177 802 170 
Ethiopia_- 4 5 7 
Greece. 232 11 188 12 168 12 
Iran 60 8 64 F 61 5 
Iraq 11 12 12 
Pakistan_. 39 1 49 1 | 2 1 
Turkey 197 29 124 183 29 125 187 26 | 121 
Subtotal, Middle East. 543 49 124 01 47 12 487 44 121 
CINCPAC 25 27 32 
CINCFE 
Cambodia 37 60 59 
Japan 158 22 | 150 17 159 15 
Korea 5O q t 60 v 
Philippines 64 7 64 8 5 67 7 
Taiwan 275 199 199 192 195 79 
Thailand -- 66 2 77 2 77 2 
Vietnam 142 119 80 
Subtotal, Far East and 
Pacific 767 40) 205 746 36 203 729 33 , 
CINCARIB (including Co- 
lombia, Cuba, Ecuador, 
Guatemala, Honduras, Nic- ° 
aragua, Peru, Uruguay l 
Chile 6 5 
Dominican Republic s s 6 
Subtotal, Western Hemi 
sphere 14 13 7 
New MAAG’s 32 
Total overseas 2, 166 247 328 12, 095 20) 328 (2, 057 47 211 
Total overseas and departmental. |2, 306 1, 23 328 |2, 24 1, 306 328 (2, 202 1, 271 211 
ICA 9 l 24 16 37 28 
Grand total 2, 306 1, 246 329 {2,245 1, 330 344 |2, 202 1, 308 39 
1 Based on budget submissions received March 1957, except strengths ove is for fiscal year 1958 wt 


are based on reported strengths as of Mar. 31, 1957 
2 Excludes State support direct hire 
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Mr. Suaw. I would like to make the following brief remarks. The 
military assistance administrative expense for 1958 is $28,500,000. 
That compares to $23 million for the fiscal year 1957. The increase 
is largely due to the requirements of title 1V of Public Law 854, ap- 
proved July 31, 1956, which requires that appropriated funds be paid 
into the retirement fund in an amount equal to deductions from em- 
ployees’ earnings for the retirement fund, that is, 644 percent of the 
basic salaries. 

The tables that I have to support this statement indicate a slight 
reduction in both departmental and field personnel and in the over- 
seas personnel employed by the military assistance program. 

The committee is aware that this is a very minor cost of operating 
military assistance. We are spending funds at the rate of about $2.2 
billion a year, whereas we are asking for only $28,500,000 for the 
military assistance share of the total cost. The balance of the oper- 
ating costs are paid by the military departments through appropria- 
tions or by program funds of the military assistance program. 

I think it is not necessary to say anything more, Mr. Chairman, 
unless there are questions concerning this category. 

Chairman Hays of Ohio. I have one question, Mr. Shaw. In your 
statement you say the Bureau of the Budget has established the 
allowance for administrative expenses for fiscal year 1958 at 
$23,500,000 ? 

Mr. Suaw. That is correct. 

Chairman Hays of Ohio. The sheet in the book shows $25.5 million. 

Mr. Suaw. That is right, sir. The estimate included in the presenta- 
tion books was the Department of Defense estimate. Since those books 
were printed the Bureau of the Budget has advised us by letter that 
they would not agree to a larger amount than $23.5 million. 

Chairman Gorpon. It is a revision ? 

Mr. Suaw. Yes, sir, of the original estimate. 

Chairman Hays of Ohio. I just wanted the record to show why 
that difference was there. That is all I have. Mr. Vorys. 

Mr. Vorys. Does this include the military pay in the MAAG? 

Mr. Suaw. No, sir. Military pay and allowances are stood by the 
military appropriations. 

The military departments bear a large share of the total cost through 
furnishing required military personnel, equipment, and facilities to 
carry out the military assistance program. Typical expenses funded 
from the milit: ary department appropriations are pay and statutory 
allowances of military personnel in the field and in Washington, medi- 
cal expenses, including facilities of military personnel and their de- 
pendents, approximately half the costs of the travel expenses incident 
to the change of station of military personnel, and operation and main- 

tenance of facilities for personnel and for recreation. 

Mr. Vorys. Have you got what that item would amount to in here? 

Mr. Suaw. No, sir. It is very difficult to estimate what the serv- 
ices spend in the support of the MAAG’s activities. Or you might say 
it would be very difficult to estimate how much contribution the mili- 
tary departments as a whole make toward this program. It is so 
closely integrated in many instances with the work and planning of 
the Department of Defense that it is almost impossible to get the esti- 
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mate. An example would be the amount of time devoted to the mili- 
tary assistance program by the Joint Chiefs of Staff. No charge is 
included here for that planning time. But the military assistance pro- 
gram is constantly taken into consideration by the Joint Chiefs of 
Staff as they develop the military plans of the United States forces. 

Mr. Vorys. The $23.5 million is just for the civilian side of the ad- 
ministrative expense / ¢ 

Mr. Suaw. The civilian costs, plus certain travel costs, housing costs, 
office space, and the supporting costs related to the operations of the 
military personnel are paid from this appropriation. 

Mr. Vorys. Well, the administrative expense for the military assist- 
ance program, is it awfully lot more than $23.5 million ? 

Mr. Suaw. It is. 

Mr. Vorys. I appreciate it would be difficult to estimate down to a 
gnat’s eye, but I don’t know anybody who could give us a better esti- 
mate or order of magnitude than you. 

Mr. Suaw. I would suggest, sir, that we would talk about a general 
figure in the neighborhood of $80 million that would represent the 
amount of money which is provided by military appropriations to 
cover the expenses incident to the operation of the military assistance 
program in the Department of Defense. 

It is almost impossible to collect the items that would be subject. to 
inclusion in this figure. 

Mr. Vorys. I can see that if you wanted to do it in a strict account- 
ing way you would have to take a figure of a percentage of Admiral 
Radford’s time, and so much for a stenographer, and so forth. 

Mr. Suaw. That is right. Then, Mr. Vorys, as you go down into 
the military departments, you realize, of course, the military depart- 
ments act as the implementing agents for the military assistance pro- 
gram. For instance, in the Department of the Army, they have sev- 
eral technical branches which in turn contribute a great deal not only 
in the planning but in the procurement and delivery of items, in the 
maintenance of accounts and records—all things involved in our opera- 
tion. 

This program actually gets right down to the very ends of the organ- 
ization of the Army, Navy, and Air Force. 

Mr. Vorys. There are two other figures we ought to have. One 1s 
the dollars provided for a countries through the expenditures of 
our own military oversea I think that is usu: ally in the realm of $3 
million—is it in your Sioliles here some place? 

Mr. Suaw. I don’t think it is in the books, sir. The figure 
ily be provided for the record. 

Mr. Vorys. Then the other figure is the cost of our own operations 
overseas. 

Mr. Suaw. Very well, sir. 

Mr. Vorys. We talk about this $6,600 per man, and such figures. 
I hope that you will point them out, if we have them, or else get them 
for us. 

Mr. Suaw. Yes, sir. 

Mr. Vorys. Thank you, Mr. Chairman. 

Chairman Hays of Ohio. Mr. Chairman, did you have a question ? 

Chairman Gorpon. I have a point here on page 2 of the chart. I 
see that on the United Kingdom you have cut down on the MAP pro- 


gram and raised it on Y ugoslavia. Is there any reason for that? 
What is the program intended for ? 
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Mr. Suaw. Are you talking about the dollars ? 

Chairman Gorvon. Dollars. 

Mr. Suaw. Yugoslavia has gone up from $214,000 to an estimated 

$915,000 for fiscal - year 1958. I don’t have a detailed explanation for 
it, sir, except that the United States is still operating a MAAG in 
Yugoslavia. Although the quantities of materials that are being de- 
livered have been not: ably reduced, apparently, the requirement for the 
superv ision is estimated to be the same. 

Chairman Gorpon. That goesthe same for Spain? In other words, 
you increase the MAP expenses in Spain, is that right ? 

Mr. Snaw. Yes, sir. It shows an increase here. Once again, as 
you have heard other witnesses testify, this present organization is 
trying very, very hard to demand more exact compliance with our 
rules and regulations, and that is one of the reasons for the increase in 
cost in the field organizations. The only w ay we can be assured is to 
have the personnel there to supervise the recipient country in the use 
of our equipment. 

Chairman Gorpon. Thank you, sir. 

Chairman Hays of Ohio. Mr. Burleson. 

Mr. Burreson. No questions, Mr.Chairman. Thank you. 

Chairman Hays of Ohio. Mr. Selden. 

Mr. Sevpen. No questions at this time. 

Chairman Hays of Ohio. Mr. Shaw—I just want to clear this up— 
your statement shows in Taiwan for fiscal year 1958—well, for fiscal 
year 1957, actually, 199 military people. Are those the ones that are 
paid out of this particular fund? Is that why that is in there? Be- 

cause in the book it shows a total of 2,636 in Taiwan. Those two fig- 
ures are certainly going to be misleading unless we have an explanation 
of the difference. 

Mr. Sraw. Yes, sir, that is correct. The 199 are those men who 
are engaged in purely administrative work in Taiwan. The balance 
of the military personnel working for the Military Assistance Advisory 
Group in Taiwan are engaged exclusively in training of the Chinese, 
and consequently their costs are assigned to the training program. 

That is what I meant a moment ago when I said military assistance 
administrative expense pays only for a portion of the total cost of 
operating the program. The other costs are paid by the military de- 
partments and by the programed funds. We consider it perfectly 
reasonable procedure to charge training personnel to the training 
element of the program. 

Chairman Hays of Ohio. What are these six people doing down in 
the Dominican Republic ? 

Mr. Suaw. Iam sorry, sir. I would have to provide the answer. 

Chairman Hays of Ohio. I would like to have it, if you can. 

(The information is as follows:) 

The Department of Defense maintains a small Military Assistance Advisory 
Group in the Dominican Republic to implement the bilateral agreement signed 
March 6, 1953. 

Chairman Hays of Ohio. There is one other thing. The staff has 
done a little work on this. In the memorandum they have given me 
they point out there is one new MAAG group that you are requesting. 
Ts that classified, or can you tell us where that is? 

Mr. Suaw. I am afraid, sir, I would have to give you that for the 
record, also. 
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Chairman Hays of Ohio. Here it is. It is classified. I have it in 
the big book. You don’t need to worry about it. Are there any other 
questions ¢ 

Mr. Seinen. I noticed you pointed out, Mr. Shaw, as this program 
has shifted from Europe to the less developed areas of the world, the 
cost of administering this program has increased somewhat. 

Mr. Suaw. That is right, sir. 

(Discussion off the record.) 

Mr. Vorys. The military is going down a bit in France. 

Mr. Setpen. It was $702,000 according to this chart, in 1956. In 
1957, it was $759,000 and in 1958, it is $767,000, if I am reading this 
correctly. 

Mr. Vorys. I was reading people. 

Mr. Suaw. You will see there is a slight reduction in personnel. 

Mr. Sevpen. What, then, is the reason for the increase in expenses if 
there has been a reduction in personnel ? 

Mr. Snaw. It is largely due to the requirement of the retirement 
fund legislation which now requires the appropriation to stand the 
cost. There is an increased cost of 614 percent of basic salary required 
by Public Law 854, effective with the first pay period in fiscal vear 
1958 

Mr. Sevpen. Would that account for the increase in each of those 
countries ? 

Mr. Suaw. It would. 

Mr. Setpen. Thank you, sir. 

Chairman Hays of Ohio. Thank you, Mr. Shaw. 

Mr. Suaw. Thank you, Mr. Chairman. 

Chairman Hays of Ohio. Now we will hear from Mr. W. K. Scott 
on ICA administrative expenses. 

Mr. Vorys. Before Mr. Shaw goes, there is one thing you said a 
minute ago, and I am not sure I got it clear. Take Taiwan. The 
training cadres that we have — ‘re for training their troops, are they 
included in administrative, or in the training figure under the Mutual 
Security Act, or are they ch: aad to our own defense? 

Mr. Suaw. They are « charged to the training element of the military 
assistance program. They are not included among the personnel 
charged to the administrative expense limitation. 

Mr. Vorys. So on this statement that you are going to get us, there 
would be a breakdown of three things: One would be military adminis- 
trative, which, as a guess, would be $80 million, or something like that: 
second, training costs that are for salaries of United States personnel; 
and third, would be the cost of the men and equipment on our bases 
and the maintenance of them, isn’t that right ? 

Mr. Snaw. Yes, sir; I think that is the information you want. We 
can provide that. 

(The information requested is as follows :) 

The total worldwide administrative cost of the military assistance program as 
borne by the Military Departments appropriations is estimated to be in the magni- 
tude of $82 million. The pay and allowances of United States military person- 
nel assigned to the military assistance program is approximately $52 million. 
Total estimated Department of Defense dollar expenditures in support of United 
States forces overseas will approximate $2.9 billion in February 1957. 

Chairman Hays of Ohio. It is entirely up to you, Mr. Shaw. It is 
as you like. 
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Mr. Suaw. It would be helpful if I could be excused. 

Chairman Hays of Ohio. If any other questions come up, we will 
communicate with you. 

Mr. Suaw. Thank you very much, sir. 


STATEMENT OF W. K. SCOTT, DEPUTY DIRECTOR FOR MANAGE- 
MENT, INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. Scorr. Mr. Chairman, I am Deputy Director for Management 
of the International Cooperation Administration. I have a prepared 
statement, which I would like to submit for the record. I believe a 
copy has been given to the reporter. 

Chairman Hays of Ohio. Without objection, it will be inserted in 
the record. 

(The statement referred to is as follows:) 


The Mutual Security Act of 1957, S. 2130, as passed by the Senate on June 14, 
1957, authorized the appropriation of not to exceed $33 million for necessary 
administrative expenses during fiscal year 1958, in lieu of the $35 million re- 
quested by the President. 

The Senate Committee on Foreign Relations in its Report No. 417 accompany- 
ing S. 2130, stated that the reduction reflects a feeling on the part of the com- 
mittee that greater efficiency and the elimination of nonessential functions and 
personnel would not only save administrative costs, but also improve the effec- 
tiveness of the program. 

We are most certainly aware of the need to improve our operations and to 
attain greater efficiency and eliminate nonessential functions and personnel 
where possible. However, we do not feel that the proposed reduction of $2 
million in the amount authorized to be appropriated for administrative expenses 
will accomplish what the Senate indicated it hopes for by reducing the author- 
ization down to $33 million instead of the $35 million requested. 

It is therefore requested that the authorized amount be restored to $35 mil- 
lion in order to provide what is considered to be adequate minimum staffing 
necessary to properly administer the nonmilitary assistance program. 

The work of administering this program has increased steadily as the program 
has shifted to the less developed areas of the world, with less experienced gov- 
ernments and business communities and more difficult working conditions. 

As the economic assistance program has shifted from Europe to the less 
developed areas of the world, the character of the program has necessarily 
changed. Dealing with less experienced governments in countries with embryo 
business communities, it has been necessary for the United States to help in the 
actual implementation of assistance measures to a far greater degree than was 
required in Europe. 

This has run from the furnishing of technicians, providing of training and 
the arranging for service contracts, to increased audit and end-use check activi- 
ties. Experience has taught us that we get the greatest results from our assist- 
ance only when we carefully review aid proposals for economic usefulness and 
technical soundness before committing funds, and then actually follow through 
to insure that they are effectively used. 

I think that the committee would be interested to know that 22 percent of the 
request of $35 million or $7,650,000 is for the purpose of control of mutual security 
programs including our evaluation and inspection programs and necessary 
financial controls including audit and end-use check activities. 

The change in character of the program has resulted in more assistance on a 
project basis rather than by the provision of commodities as was done in Europe. 

Project assistance increased from $373 million in fiscal year 1955 to approxi- 
mately $700 million this year. As you go from the field of commodity acquisition 
and Shipping into a country and get into project activities, the need for admin- 
istrative staff increases. 

That is particularly true in technical assistance. In the technical assistance 
area, your administrative costs run up very fast, and as our technical assistance 
program develops and broadens, as it has each year, we have an additional 
demand for personnel. 
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Funds available for adminstrative expenses have not kept pace with this 
shift of the program from nonproject to project assistance. The resulting gap 
has been costly in terms of time and efficiency. 

The amount requested for fiscal year 1958 of $35 million represents an increase 
of $4.8 million over the amount available for administrative expenses during the 
current fiscal year. Of the $4.8 million increase, $1.1 million represents the cost 
of contributing to the civil service retirement fund, heretofore borne by another 
government-wide appropriation for this purpose and hence does not represent 
an increase in costs. 

The additional funds required to administer the nonmilitary assistance program 
in fiscal year 1958 therefore amounts to $3.7 and is directed toward alleviating 
the deficiency in staff requirements and will provide for the following: 

(1) $1.3 million provides for the opening of new missions or provision of per- 
sonnel in new locations in underdeveloped areas, for additional costs of operations 
begun in fiscal year 1957 in Burma, Ghana, Moroceo, and Tunisia. 

Of this increase of $1.8 million, $560,000 is for providing personnel in new 
locations in underdeveloped areas of the world. The $560,000 requested will 
provide for meeting only minimum staffing and related costs. 

The remainder of $760,000 is to provide for additional costs of operations begun 
in fiscal year 1957 in Burma, Ghana, Morocco, and Tunisia. The cost of admin- 
istrative operations in these new locations during fiscal year 1957 was $370,000, 
however, this provided for only 27 American positions and 7.3 man-years of em- 
ployment compared to the requirement in fiscal year 1958 of 54 American positions 
with 36.7 man-years of employment considered to be essential to effectively 
administer the mutual security programs in these four countries. 

(2) $0.5 million for improved personnel operations. 

The difficulties encountered in obtaining and retaining qualified personnel will- 
ing to work overseas has continued to hamper the execution of mutual security 
programs. To minimize these difficulties, ICA has developed and is in the process 
of introducing a strengthened system of training staff and recruitment and in- 
tensive training programs for junior and intermediate personnel, and to employ 
additional personnel designed to insure as nearly as possible, a full staff of key 
positions in the field at all times. 

The total complement of personnel estimated to be required under these pro- 
grams in fiscal year 1958 is 117, an increase of 108 over the small complement in 
existence during the current year. Through these programs, it is anticipated 
that personnel turnover will be significantly reduced, continuity of essential 
operations will be assured, and more effective program planning and execution 
will result. 

These improvements will in the long run produce economies for the United 
States in terms of tighter programs and more rapid furtherance of United States 
objectives and policies. 

(3) $0.6 million for costs of administering programs dealing with the ship- 
ment of surplus agricultural commodities to other countries. 

Section 411 (c) of the Mutual Security Act of 1956, as amended (Publie Law 
726, 84th Cong.), provided that not to exceed $1.5 million of funds made avail- 
able under title II could be transferred in fiscal year 1957 for necessary ad- 
ministrative expenses not otherwise provided for incident to carrying out func- 
tions under the Agricultural Trade Development and Assistance Act of 1954, as 
amended. 

Accordingly, an estimate was submitted to the Appropriations Committee which 
indicated the need for 152 American positions at aggregate salaries of $1.1 million 
and 99.9 man-years of employment anticipated for fiscal year 1957 at a cost of $0.7 
million, a lapse of 52.1 man-years and $0.4 million. 

During fiscal year 1957, $1,150,000 has been utilized for this purpose, $350,000 
less than the $1.5 million authorized. This saving has been realized due to 
difficulties encountered in obtaining qualified personnel resulting in a greater 
lapse of man-years than had been anticipated. Full-year salaries and related 
costs for these positions are estimated to require $600,000 over the amount of 
$1,150,000 authorized during the current fiscal year. 

(4) $1.1 million for salaries and related costs of new positions and full-year 
costs for positions for which funds were provided for only in part of fiscal year 
1957. 

The total new positions requested for fiscal year 1958 operations (excluding 
the 108 positions required for improved personnel operations, as discussed under 
item 2) is 85. 
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Of this increase of 85, 20 are to provide staff for new locations in underde- 
veloped areas and 27 are to provide additional staff in new locations opened 
in fiscal year 1957, both of which are discussed in item 1. The remaining increase 
of 38 positions, 10 of which are required for the development loan fund opera- 
tions, will be used to improve qualitatively ICA’s discharge of its administrative 
responsibilities under the mutual security program. 

(5) $0.2 million required for additional costs associated with expanded refugee 
activities of the Department of State, including 10 new positions and related 
costs. 


In order for ICA to effectively administer its nonmilitary assistance program 
of approximately $1.9 billion, it is essential that the full amount of $35 million 
of administrative funds, as requested by the President, be authorized. Any 
lesser amount, such as the $33 million as provided by the Senate, will require 
us to make adjustments, which in all probability will cause curtailment, elimi- 
nation, or deferment of what are considered to be minimum essential operations. 

Mr. Scorr. Sir, we are asking for an authorization of $35 million 
this year for the administrative expenses of the nonmilitary portion 
of the mutual security. This is an increase over what we had requested 
last year. I have a series of charts here which I think would explain 

very well the situation in which we find ourselves regarding the admin- 
istrative expense of this total program. With your permission, I would 
like to run through these charts. 

Chairman Hays of Ohio. It will be all right. We have a long list 
of witnesses. I hope you will make it as brief as possible. 

Mr. Scorr. I will make it as brief as possible. 

Sir, the administrative funds that we request are used for very vital 
functions in the ICA. They provide executive direction of the entire 
—_ am, economic and business analysis of programs and projects, 
technical and engineering approval of projects, financial and manage- 
ment controls, and the administrative support of technical activities in 
Washington and in the field. 

They ‘amount to, as you can see from the chart on the right, 1.3 per- 
cent of the total funds to be administered by ICA this year. 

As you know, the mutual security program emphasis has shifted 
from Europe to the Far East, Near East, and Africa. Since 1953, 
the total staff in Europe has decreased 72 percent, while the staff in 
the Far and Near East and Africa has increased 67 percent. In 1953, 
European activities were responsible for 68 percent of all program 
expenditures. By 1957, t his was reduced to 6 percent. 

The two charts on the right show the shift in personnel by area 
and in funds by area. They show that personnel has actually followed 
the fund situation. 

The shift has been basically to operations in newly de veloping coun- 
tries. Here they encounter some very special problems. The safe- 
guarding of United States resources, screening of project proposals 
and accounting for project results are more expensive in newly devel- 
oping countries because these countries do not have economists, engi- 
neers, and technicians to plan sound projects and supervise project 
results. 

They are still short of the private business facilities to carry on the 
required commercial transactions which were such a help in Europe. 
They are only beginning to develop business and governmental stand- 
ards of performance which would allow minimum review and audit of 
individual transactions. 

On the right you will see a listing of the missions that were termi- 
nated and where the programs are being phased out. On the right is 
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a listing of new programs undertaken or existing programs materially 
increased. There is nothing included in this listing except a new pro- 
gram or a program that has increased 200 percent or more. 

Mr. Vorys. How many of them are there? 20? 

Mr. Scort. 23, sir. 

Chairman Hays of Ohio. Suppose you started from nothing. For 
instance, in Argentina, you mean they have increased that 200 percent ! ¢ 

Mr. Scorr. No. That is one of the new ones this coming year. 

This shift in location has meant a significant change in the charac- 
ter of the program that is being opet rated by ICA. 

The operations in newly developing countries generally emphasize 
project-type aid as opposed to commodity import programs. Projects 
are mutually agreed undertakings, jointly financed. Project-type aid 
utilizes United States technicians, equipment and supplies and par- 
ticipant training. Commodity-import programs, or nonproject aid, 
finances the import of wheat, cotton, machinery and so forth, for 
resale within the cooperating country. 

The European Recovery Program was basically a commodity import 
program, and the government: al and business machiner y of the country 
could carry on project-type work that followed with the use of the 
counterpart funds. 

The chart on the right shows the very great shift that has taken 
place ‘in the percentage of ICA obligations devoted to project-type 
assistance, as compared to nonproject. aid, Project- type assistance is 
up from $108 million in 1953 to $669 million in 1957. 

Project-type aid requires more technical staff to work with and train 
host country technicians to perform the necessary contracting pro- 
curement and participant training that in the ee countries can 
be done by their own mechanism. It requires more technical person- 
nel to screen projects, including engineering review of capital projects. 

The chart on the right shows what has a appened to the technical 
personnel. These are program personnel and are not people paid from 
administrative funds. They are the technicians under the technical 
assistance program where aid is packaged in the individual and sent 
to the other country. 

Mr. Vorys. Is that folks or dollars? 

Mr. Scorr. Those are people, sir. 

The next series of charts show that 9 out of every 10 ICA techni- 
cians, or program people, are charged to the technical cooperation 
program. The technical cooperation program utilizes 86 percent of 
ICA’s technical staff but requires only 8 percent of ICA program 
funds. 

By law, the technical cooperation program is “* * * the interna- 
tional interchange of technical knowledge and skills.” This inter- 
change is achieved mainly through the services of competent United 
States technicians serving abroad, and by training of country tech- 
nicians, principally in the United States, to develop and improve 
skills. 

The chart on the right is a graphic presentation of the percentage 
of our personnel devoting their time to the $168 million technical 
cooperation program. 

We feel that the administrative funds and staff are too small to meet 
increasing program requirements. The administrative resources, if 
inadequate to meet program demands mean less effective management 
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of the program including insufficient project screening before approval 
of the projects, delay ed project implementation i in contracting, pro- 
curement, and recruitment of technici ‘lans, and inadequate controls, too 
few end-use checks, audits, inspections and evaluations. These are 
things that have been pointed out, which we know ourselves, by numer- 
ous committees of the Congress. 

The chart on the right is the s same chart you saw before with the 
ICA administrative personnel shown at the bottom. This shows that 
since 1953, with the change in character of the program resulting in 
greatly increased number of program personnel, that by the end of 
this fiscal year we expect to have on board 400 less administrative peo- 
ple than we had in 1953. We are requesting this in addition to make 
up for what we feel are deficiencies in our control operations. 

One other factor, which is pretty well known, but which has hit 
this program very hard is that rising costs have decreased the value 
of the available administrative funds. Duri ing 1953 to 1957, while the 
total ICA administrative funds were being reduced, unit administra- 
tive costs, such as salaries and space, have materi: ys increased. For 
example, the same amount of Washington space cost $213,000 more in 
1957 than in 1954. 

I would like to note here that we are one of the few agencies that 
pay for our own space in Washington. This is paid out of the admin- 
istrative funds that we are requesting. The estimated field rentals 
and utilities in 1958 will increase $640,000 over 1956. In addition to 
this type of rising cost, we have had a decided cost rise which has 
been a by the geographic location of the program. For ex- 
ample, our total hardship allowances paid in 1953, when the program 
was centered in Europe, was $330,000. In 1957, they amount to 
$667,000, or up $337,000. Transporting a new employee and effects to 
Paris costs $4,570. This is the average employee, with a wife and 2 
children. To Bangkok, it costs $7,165. Home-leave round-trip trans- 
portation from Paris costs $4,260. From Bangkok, it costs $8,660 for 
the same employee, his wife and 2 children. 

The charts on the right are a graphic presentation of those facts. 

Mr. Vorys. You say “Foreign Service Reserve Salary.” What is the 
significance of that item? 

Mr. Scorr. Our overseas employees are hired under the Foreign 
Service Act, and are paid in the Foreign Service Reserve or in the 
Foreign Service staff category. 

Mr. Vorys. You have 29 or so who are FSO’s? 

Mr. Scorr. We have a number of FSO’s who are working with the 
ICA. I am one myself, sir. 

Mr. Vorys. You are loaned to ICA; is that right? 

Mr. Scorr. Yes. ICA reimburses the Department of State for 
their salaries. 

Mr. Vorys. On this Foreign Service reserve, what about the fellows 
serv ane er 5 years? 

Mr. Scorr. We have no problem in that. 

Mr. \ orys. Thank you. 

Mr. Scorr. Our administrative budget request for fiscal year 1958 
is $35 million. Compared with 1957, this will provide $9,580,000 to 
meet new requirements, and $2,250,000 to allow better administration 
of the requested $1.996 billion in program funds. 
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This amount will provide resources to meet the increased cost re- 
sulting from fundamental changes in the location and character of 
ICA’s program, the growing emphas is on newly developing countries 

requiring a shift to more project- type aid, the rising unit costs which 
have reduced the value of ICA’s administrative funds and needed 
improvements in administrative, particularly personnel, practices. 

The analysis in the chart on the right shows that of the $2,580,000 
to meet new requirements, $560,000 is for new field operations to be 
undertaken in 1958; $760,000 is for full-year operation of missions 
opened in 1957 in Burma, Ghana, Morocco, and Tunisia. Each of 
those missions was started very late in the fiscal year; $960,000 is for 
reimbursement of the retirement fund, which was formerly paid for 
by a governmentwide appropriation ; $300,000 is an increase for op- 
eration of the refugee program, mainly brought about by the Hun- 
garian refugee situation. 

The $2,250,000 to provide better administration basically is made up 
of $1,030,000 for administrative staff to meet shifts in location and 
character of the program, as we outlined in this total presentation, 
$550,000 for improved personnel operations, $450,000 for increased 
costs of rents and utilities—— 

Mr. Sevpen. Why wouldn’t that item have gone in your first cate- 
gory? Itisanew requirement. 

Mr. Scorr. Which one? 

Mr. Seipen. The sum of $450,000 for increased costs of rents and 
utilities. 

Mr. Scorrt. It is included in each one of those figures above to the 
extent it is a requirement for new or additional cost for rents and 
utilities. Those are self-contained units. 

Mr. Seitpen. Why are you including it in your second category ? 

Mr. Scorr. It is to provide for the additional cost of space that we 
have today. 

Mr. Sevpen. That you already have? 

Mr. Scorr. Yes. 

Mr. Sevpen. Then why wouldn’t you put it in the first category ? 
It isa new requirement, isn’t it ? 


STATEMENT OF CLAYTON W. McALLISTER, BUDGET DIVISION, 
INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. McAuuister. That is increased primarily because of rene- 
gotiating at a higher rate rent agreements in the countries where we 
have people sg gp and full year costs for additional space acquired 
in 1957. Also, in 1958, in some instances, we will have to make pay- 
ments of 2 and 3 tna nce rents. 

Mr. Scorr. Instead of saying better administration for this par- 
ticular item, it should be to provide for necessary administrative 
costs. There is an additional $150,000 for needed equipment, and 
$70,000 for other increased costs. 

Chairman Hays of Ohio. Did you have a question on this chart, 
Mr. Prouty? 

Mr. Prouty. Yes. It relates to the chart, anyway. I notice that 
on page 2 of Mr. Scott’s statement, it is indicated that $7,650,000 of 
the amount requested, which is 21 or 22 percent of the total amount, 
is for the purpose of evaluating the mutual security programs. 
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Mr. Scorr. Sir, | have changed this as a matter for the record. 
This is for the purposes of control of mutual security programs, in- 
cluding our evaluation and inspection programs and necessary finan- 
cial controls, including audit and end-use check activities. I have a 
breakdown of that figure, if you would like to have it. 

Mr. Provury. I would. 

Mr. Scorr. For fiscal year 1958 we expect to pay for inspection 
operations $376,555. This is inspection against fraud, chasing down 
cases of overpricing and other such activities as that. For the opera- 
tion of our Controller’s Office in W ashington, as item of $2,699,500. 
For overseas inspection operations, $258,445. The operation of our 
controller activities abroad, $4,017,770. 

For the operation of our evaluation staff, and this is a new opera- 
tion we began this year to effect an overall evaluation of the accom- 
plishments of our programs and our projects under Mr. C. Tyler 
Wood, who is Special Assistant to the Director for Evaluation, a total 
of $296,300. 

Mr. Proury. What was the $198,000 in 1957 used for? 

Mr. Scorr. That was the cost in 1957 of evaluation operations. 

Mr. Prourry. I thought you said this was a new program ¢ 

Mr. Scorr. It was begun basically during 1957. 

Chairman Hays of Ohio. Are these reports available to the 
committee ¢ 

Mr. Scorr. The schedule of operations to be undertaken will be 
made available, not the reports themselves. 

Chairman Hays of Ohio. Why not the reports? 

Mr. Scorr. They get into a great number of questions regarding 
policy, and so on. They are not official until they have been ‘worked 
over by the Director, and they are personal re ports of his staff to him. 
The schedule of operations, the action program in what will be done, 
we expect to make available, sir. 

Chairman Hays of Ohio. Last year you had some State Depart- 
ment administrative expenses which came out of your funds, is that 
right ¢ 

Mr. Scorr. Yes, sir. 

Chairman Hays of Ohio. This year they are budgeted separately, 
isthat right ? 

Mr. Scorr. They are both ways. Out of these funds we reimburse 
the State Department for necessary administrative support abroad. 
However, there is an additional—— 

Chairman Hays of Ohio. You do have an item of $4,577,000. 

Mr. Scorr. Yes, sir, which is not included in this request. 

Chairman Hays of Ohio. So what you are requesting this year is 
not really $35 million but, based on a comparison of last year, is 
$39,500,000 2 

Mr. Scorr. No, sir—not based on the 30 million last year. In othe 
words, it would have been based on about $35 million last year, and is 
now $39 million. 

Chairman Hays of Ohio. Last year your total, including the State 
Department expenses, was 530 million, wasn’t it ? 

Mr. Scorr. No, sir. This $30 million does not include the cost last 
year of the figures of some $4.5 million plus for State Department ex- 
penses. I believe there is someone here from the State Department to 
justify this item. I am not completely familiar with it. I know it 
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basically takes care of their operations in the representation to the 
NATO organizations. It is not included in the $30 million, sir. 

Chairman Hays of Ohio. The Senate has allowed you $33 million, 
is that right ? 

Mr. Scorr. They have allowed us $33 million, sir, and we seek a 
restoration on this and an opportunity to present our case to the 
Appropriations Committee which we did not have unfortunately in the 
Senate, the reasons for it, what has happened to this program and w hy. 
If we wish to get effective use out of this almost $2 billion of economic 
assistance, we must provide the people that are required to make the 
necessary reviews in advance of the commitment of funds, and pro- 
vide the people necessary to follow up and control and see that we get 
effective use out of the dollars we spend in this program. 

Chairman Hays of Ohio. I have one other question. The Senate 
report says the reductions reflect a feeling on the part of the committee 
that greater efficiency and the elimination of nonessential functions and 
personnel would not only save administrative costs but would also im- 
prove the effectiveness of the program. 

Did they indicate to you what they thought you ought to eliminate 
or is that just a general statement ? 

Mr. Scorr. Sir, they did not indicate to us what it is. We did not 
have an opportunity to make a presentation on our requirement. 

Chairman Hays of Ohio. Several people have interrupted. I think 
rather than go around the table, if you have a question, just indicate it, 
and I willcallon you. Mr. Coffin. 

Mr. Corrtn. Following up on this last subject matter, Mr. Chairman, 
do I understand, Mr. Scott, that you didn’t have a chance to present 
this chart or the explanation of the chart to the other committee ? 

Mr. Scorr. No, sir. We presented our statement for the record. 
There were no questions. It was merely submitted for the record in 
the Senate. 

Mr. Corrtn. Was the chart prepared at that time? 

Mr. Scorr. We had a series of charts, not exactly in this form, but 
we were prepared to justify our request for $35 million. 

Chairman Hays of Ohio. Right at that point, do you have any 
objections if we include these charts in the record 4 

Mr. Scorr. No, sir. 

Chairman Hays of Ohio. Without-objection, the chart will be re- 
produced in the record. 

(The charts referred to are as follows :) 
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[CA 
ADMINISTRATIVE 
FUNDS 


@ USES 
e SIZE 
@ REQUIREMENTS 


ADMINISTRATIVE FUNDS ARE USED 
FOR VITAL FUNCTIONS 


@|CA'S ADMINISTRATIVE FUNDS PROVIDE : 


— Executive Direction of the Entire Program ; 

— Economic and Business Analysis of Programs and Projects ; 
— Technical and Engineering Approval of Projects ; 

— Financial and Management Controls ; 


— Administrative Support of Technical Activities in 
Washington and the field. 


@ THESE FUNDS ARE 1.3% OF TOTAL FUNDS 
ADMINISTERED BY ICA. 
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IGA PROGRAM AND ADMINISTRATIVE FUNDS 


FY 1958 Request 


(Millions of Dollars ) 


aa: FUNDS PAY FOR 
x * Executive 
\ Direction 







* Economic and 


UBLIC LAW 
480 
PROGRAMS 
Titles TOI | 
FY 1958 $ 532 mii 
PROPOSED $35 


ICA PROGRAMS — 
$1,996 mi 


* Project 
Approval 

* Financial 
Controls 

* Administrative 
Support 





PROGRAM EMPHASIS HAS SHIFTED 
FROM EUROPE TO THE FAR EAST, 
NEAR EAST AND AFRICA 


@ SINCE 1953, THE TOTAL STAFF IN EUROPE HAS 
DECREASED -72%, WHILE THE STAFF IN THE 
FAR AND NEAR EAST AND AFRICA HAS 
INCREASED 67%. 


@ IN 1953, EUROPEAN ACTIVITIES WERE 
RESPONSIBLE FOR 68% OF ALL PROGRAM 


EXPENDITURES; BY 1957, THIS WAS REDUCED 
TO 6%. 


ADMINISTRATIVE 


| 


Business Analysis | 
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SHIFT /N GEOGRAPHIC LOCATION OF 
/CA PROGRAMS 


U.S. PERSONNEL BY AREA FUNDS BY AREA 








_- Europe 





“\Near East, For East | 
and Africo | FY 





0 500 1,000 500 2,000 2,500 3000 0 250 500 750 1,000 1250 1,500 
(Numbers of Persons) (Millions of Dollars) 


Y inter-regional projects not distril buted 


OPERATIONS (WV NEWLY DEVELOPING COUNTRIES 
ENCOUNTER SPECIAL PROBLEMS 


@ SAFEGUARDING U.S. RESOURCES, SCREENING PROJECT PROPOSALS, 
AND ACCOUNTING FOR PROJECT RESULTS ARE MORE EXPENSIVE 
IN NEWLY DEVELOPING COUNTRIES BECAUSE THESE COUNTRIES.. 


— Presently do not have enough Economists, Engineers and 
Technicians to Plan Sound Projects and Supervise 
Project Results ; 


— Are Still Short of Private Business Facilities to Carry on 
the Required Commercial Transactions ; 


— Are only Beginning to Develop Business and Governmental 
Standards of Performance which would allow Minimum Review 
and Audit of Individual Transactions . 
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CHANGE IN GEOGRAPHIC EMPHASIS OF PROGRAMS 
1953-1957 


New Programs Undertaken or Existing Programs 
Materially increased 


Missions Terminated and 
Programs Being Phased Out 


Cnteeusciiainineaineaninten me abana caine linia cnistiabielaie ats destenielinan aaa aiiendiiatptiras vaytanemmeenenteiiun 
' 
IN EUROPE IN EUROPE 
oii IN FAR EAST a NEAR EAST 
Belgium ; Sere ees! IN NEAR EAST 
Denmark ; Cambodia Afghanistan 
F ; Indonesia Ceylon 
— ' Korea Lebanon 
Germany (Except Berlin) ' Laos Nepal 
Italy Philippines Pakistan 
Luxembourg : Thailand Saudi Arabia 
Netherlands : Vietnam 
i 
eoreny | IN AFRICA IN LATIN AMERICA 
. Portugal { Ethiopia Argentina 
United Kingdom Ghana Bolivia 
Libya Cuba 
1 Morocco Guatemala 
' Tunisia Haiti 


SHIFT /N LOCATION HAS MEANT A SIGNIFICANT 
CHANGE IN CHARACTER OF 1CA PROGRAMS 


@ OPERATIONS IN NEWLY DEVELOPING COUNTRIES 
EMPHASIZE PROJECT-TYPE AID AS AGAINST 
COMMODITY - IMPORT PROGRAMS 


— Projects are Mutually Agreed Undertakings, 
Jointly Financed ; 


— Project-Type Aid Utilizes U.S. Technicians, Equipment 
and Supplies, and Participant Training; 


— Commodity-Import Programs, or Non-Project Aid, Finances 
the Import of Wheat, Cotton, Machinery, Etc., 
for Resale Within the Cooperating Country . 
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SHIFT IN TYPE OF ICA PROGRAMS ” 


(Figures in $ Millions) 
Fiscal Project Aid 
Yeors 


1953 





Total ICA 
Obligations 


1954 § 


1955 


1956 


1957 


(ost) 


Y Excludes funds ollocoted to other agencies 


PROJECT—T YPE AID REQUIRES 
MORE TECHNICAL STAFF 


@ TO WORK WITH AND TRAIN HOST- COUNTRY 
TECHNICIANS 


@ TO PERFORM NECESSARY CONTRACTING, 
PROCUREMENT AND PARTICIPANT 
TRAINING 


@ TO SCREEN PROJECTS, INCLUDING 
ENGINEERING REVIEW OF CAPITAL 
PROJECTS 
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TOTAL /CA AND CONTRACTOR 
TECHNICAL PERSONNEL 


WASHINGTON AND FIELD, U.S. NATIONALS ONLY 
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1953 '54 '55 '56 ‘57 '58 


MINE OUT OF TEN ICA TECHNICIANS ARE 
CHARGED TO TECHNICAL COOPERATION 


@ THE TECHNICAL COOPERATION PROGRAM UTILIZES 86% 
OF ICA'S TECHNICAL STAFF, BUT REQUIRES ONLY 8% 
OF ICA PROGRAM FUNDS. 


@ BY LAW, THE TECHNICAL COOPERATION PROGRAM |S. 
"THE INTERNATIONAL INTERCHANGE OF TECHNICAL 
KNOWLEDGE AND SKILLS" THIS INTERCHANGE IS ACHIEVED — 


— Mainly Through the Services of Competent 
U.S. Technicians Serving Abroad 


— And by Training of Country Technicians, Principally in the 
U.S., to Develop and Improve Skills 
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'CA TECHNICAL PERSONNEL AND PROGRAM FUNDS 
DEVOTED TO TECHNICAL COOPERATION ¢ OTHER PROGRAMS 


(FY 1958 REQUEST) All Other 


1 {Technical 
14%. 4 Personnel 


® TECHNICAL 
COOPERATION 
PERSONNEL 





86 


FUNDS PERSONNEL 


ADMINISTRATIVE FUNDS AND STAFF 
TOO SMALL 70 MEET 
INCREASING PROGRAM REQUIREMENTS 


@ ADMINISTRATIVE RESOURCES INADEQUATE TO 
MEET PROGRAM DEMANDS MEAN LESS 
EFFECTIVE MANAGEMENT OF PROGRAM 


— Insufficient Project Screenina before Approval 


— Delayed Project Implementation — Contracting, 
Procurement, Recruitment 


— Inadequate Control Too Few End - Use Checks, 
Audits, Inspections , Evaluations 
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TOTAL /CA AND CONTRACTOR 
TECHNICAL AND AQMINISTRATIVE PERSONNEL 


WASHINGTON AND FIELD, U.S. NATIONALS ONLY 
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/N ADDITION, RISING COSTS HAVE DECREASED 
VALUE OF AVAILABLE ADMINISTRATIVE FUNDS 


@ DURING 1953-57 WHILE TOTAL ICA ADMINISTRATIVE 
FUNDS WERE BEING REDUCED — 
— Unit Administrative Costs, such as Salaries and Space, 
Materially Increased 
@ The same amount of Washington space cost $213,000 
more in 1957 than in 1954 
@ Estimated field rentals and utilities in Fy 1958 will 
increase $640,000 over FY 1956 
— Administrative Costs Determined by Geographic Location 
have gone up Significantly 
@ Total hardship allowances paid in 1953 were $330,000; 
in 1957 they amounted to $667,000, up $337,000 
@ Transporiing a new employee and effects to Paris costs 
$4,570; to Bangkok it costs $7,165 


@ Home leave round trip transportation from Paris costs $4,260; 
from Bangkok it costs $8,660 
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PERCENTAGE CHANGES IN ADMINISTRATIVE FUND 
APPROPRIA TONS AND SELECTED UNIT COSTS 
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Fiscal Years 


ICA'S FY 1958 BUDGET REQUEST 
FOR ADMINISTRATIVE FUNDS IS # 35,000,000 


@ COMPARED WITH FY I957, THIS WILL PROVIDE 

— $2,580,000 to Meet New Requirements 

- $2,250,000 to Allow Better Administration of the Requested 
$1,996,000,000 in Program Funds. This Amount will Provide Resources to Meet... 


@ Increased costs resulting from fundamental changes in 
location and character of ICA's program ; 


@ Growing emphasis on newly developing countries, requiring 
a shift to more project - type aid ; 


@ Rising unit costs which have reduced the value 
of ICA's administrative funds, and 


@ Needed improvements in administrative - 
particularly personnel - practices 
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ANALYSIS OF ICA FY 1958 
ADMINISTRATIVE BUDGET REQUEST 







t 
ee, '$ 2,580,000 |__ TO MEET NEW REQUIREMENTS 
FY 1958 | $2,250,000 @ $560,000 for New Field Operations 
$ 4,830,000 to be undertaken in 1958 


@ $760,000 for full year operation of Missions 
opened in 1957 Burma, Ghana, Morocco, Tunisio 

@ $960,000 for reimbursement of 
retirement fund 

@ $300,000 for refugee program 


TO PROVIDE BETTER ADMINISTRATION 


@ $1,030,000 for Administrative Staff to meet 
shifts in location and character of program 

@ $550,000 for improved personnel operations 

@ $450,000 for increased cost of rents 
and utilities . 

®@ $150,000 for needed equipment 

@ $70,000 for all other increased costs 


FY 1958 REQUEST 
$ 35,000,000 


Chairman Hays of Ohio. Mr. Merrow. 

Mr. Merrow. In connection with the question that was just asked 
by the chairman on the feeling of the Senate committee that there 
could be greater efficiency, as you have stated in your prepared state- 
ment here, through the elimination of nonessen tis al functions and per 
sonnel. From what you have said this morning, there are no non- 
essential functions and nonessential personnel in the administrative 
end of this? 

Mr. Scorr. I do not think so, sir. I think to effectively run this 
program that every penny that we have in here is required. I don’t 
think that with this we can guarantee 100 percent effectiveness con 
sidering the number of countries we are in and the number of activities 
we are operating. 

But I think there is one thing that is often overlooked, that basically 
the number of people abroad are determined by the size of the tech- 
nical assistance program of this agency. As you have seen from these 
charts, 9 out of 10 of the program people abroad are charged to tech- 
nical assistance. This is a form of aid for which I think just a few 
years ago this committee insisted that the basic funds be used for two 
purposes: For the pay of American technicians we send abroad, for 
the cost of bringing the locals from the other cooperating country to 
this country, or to third countries for training, and that we were to 
use the minimum amount for supplies and equipment. That was 
limited by the act itself to supplies and equipment necessary for dem- 
onstration or for educational purposes. So this technical coopera- 
tion tund, the $168 million, approximately, most of it will be used in 
these two general c ategor ies. 


ced 
ere 


er- 
On- 


ive 


his 
n't 
On 


ies 


ly 
ch- 
ese 
ch- 
few 
Wo 
for 
rto 
» TO 
Was 
‘m- 
rn- 


1 in 


MUTUAL SECURITY ACT OF 1957 1035 


Mr. Merrow. From your response, nobody then has indicated what 
might be some nonessential functions or nonessential personnel, but 
there must be some basis in the background for that thinking. 

Mr. Scorr. I could speculate off the record. 

Mr. Merrow. Could we have that off the record, Mr. Chairman ? 

Chairman Hays of Ohio. You can go off the record, if you like. 

(Discussion off the record. ) 

Mr. Merrow. That is all, Mr. Chairman. 

Chairman Hays of Ohio, Mr. Fascell had his hand up. 

Mr. Fasceti. Thank you, Mr. Chairman. Mr. Scott, I am trying to 
reconcile some figures here with respect to funds administered. I see 
on page 3 of your chart you show $1,996 million. Is the percentage 
of the funds administered related to that amount of money ? 

Mr. Scorr. It is related to the total chart, sir, which includes $532 
million of Public Law 480 program funds which will be administered 
by this agency. 

Mr. Fascetu. Plus the other ? 

Mr. Scorr. Yes. 

Mr. Fasceti. I understood if the administration proposal goes 
through that you will not be administering that much in funds, As I 
understand the proposal, maybe I misunderstood it, if I have, this is 
the place to get it cleared up, but I thought under the proposal that 
all ICA would administer would be the development money. 

Mr. Scorr. No, sir. The ICA— 

Mr. Fasceii. And the defense support. 

Mr. Scorr. It will administer the technical cooperation pro- 
gram 
Mr. Fascerx. Let’s stop right there. Under this bill how much is 
that? 

Mr. Scorr. That is $168,960,000. 

Mr. Fascetr. What else? 

Mr. Scorr. The development fund of $500 million. 

Mr. Fasceni. And nine hundred million 

Mr. Scorr. $900 million in defense support. 

Mr. Fasceiti. Anything else ? 

Mr. Scorr. Yes. There are other programs which total $427,300,- 
O00, 

Mr. Fascetn. Where do they come from ? 

Mr. Scorr. Reappropriations, the special assistance category, which 
is $300 million. 

Mr. Fascetu. Is that the way the one billion nine is made up? 

Mr. Scorr. Yes, sir. It includes reappropriations requested of $71.4 
million. 

Mr. Fascetu. Are these practically the same funds which you are 
now administering ? 

Mr. Scorr. Yes, they are. 

Mr. Fascein. The same type category ? 

Mr. Scorr. Well, of course, there is a change in the development 
fund concept. 

Mr. Fascetz. The scope and objective is not being changed, just the 
name ? 

Mr. Scorr. That is right. 
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Mr. Fasceitzi. Does your management outfit sit in on the actual 
drafting and execution of the agreements which spend the money ¢ 

Mr. Scorr. Yes. 

Mr. Fascetx. Are those agreements on a time-to-time basis or are 
they on an annual basis, or just how are they? Project to project, 
country to country, time to time, or just how are they drafted / 

Mr. Scorr. They are basically—it is a combination. The time ele- 
ment enters into it. They are obligated during the fiscal year under 
past practices. They are on a specific project or on what we call a 
procurement authority basis by country. 

Mr. Fascetx. Does that also include the expenditure of funds out 
of defense support that are nonproject ? 

Mr. Scorr. Yes. 

Mr. Fascetz. In other words, do I understand from that that you 
execute an agreement, for example, when you are making a straight 
budgetary assistance payment to a country out of defense support 
moneys ? 

Mr. Scorr. Iamsorry. I didn’t— 

Mr. Fascetx. Do I understand from your testimony, then, that you 
also execute an agreement with a country when out of defense support 
moneys you make a direct payment in budgetary assistance to that 
country ? 

Mr. Scorr. Yes. There would be an agreement with the country. 

Mr. Fasceitz. Are those agreements initiated by ICA? I mean, do 
they start in your office, or where do they specifically start ? 

Mr. Scorr. Basically they work from the field in a cooperative en- 
deavor with the country concerned. 

Mr. Fascetu. Then come to Washington ? 

Mr. Scorr. Then they come to Washington; that is correct, sir. 

Mr. Fascett, Do you have any indirect or direct connection with 
respect to the agreement on the expenditure of the military assistance 
funds? 

Mr. Scorr. The director—and also paid out of these administrative 
funds—of ICA has a responsibility for coordinating the military por- 
tion of the mutual security program with the economie side of the 
mutual security program. So the answer to that would be in Wash- 
ington we do have. Of course, in the field they work very closely to- 
gether. These things must be worked out in the country, through 
the country team arrangements. 

Mr. Fascett. Do I understand from that then that some body in your 
Department appears before the Bureau of the Budget to get an alloca- 
tion of ~ tal opriated funds with somebody from the Department of 
Defense ? 

Mr. Scorr. That is correct. 

Mr. Fascen.. Prior to the time of the appearance there has been a 
coordination between ICA and DOD on the military assistance phase 
of the agreement ? 

Mr. Scorr. Yes, sir. 

Mr. Fascett. Do the agreements cover more than one type of funds, 
normally? Do they cover military assistance, defense support, tech- 
nical cooperation, or are they individual agreements for different types 
of funds? 

Mr. Scorr. The basic bilateral agreement between the countries does. 
But the individual project or particular type of assistance would not. 
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Mr. Fascetu. The basic bilateral agreements, are they classified ? 
Mr. Scorr. No, sir. 

Mr. Fascety. They are available to anybody ? 

Mr. Scorr. Yes, sir. 


STATEMENT OF LEONARD SACCIO, GENERAL COUNSEL, 
INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. Saccio. They are printed in a regular series of the State De- 
partment. 

Mr. Fascern. The individual agreements which come out of the 
basic agreement, are they classified ? 

Mr. Saccro. In most instances, they are not. I don’t know of any 
specific instance where they are. 

Mr. Fasceitz. When GAO audits on an agreement, what could they 
audit on, the basic or individual project fund agreement ? 

Mr. Scorr. Both. 

Mr. Fascreiu. That is all I have. 

Chairman Hays of Ohio. Mr. Vorys. 

Mr. Vorys. Page 14 of your chart says as to needs for increasing the 
administrative fund—increasing program requirements. I can see 
why, due to increased rent and increased salaries and things like that, 
you need more money than you once had. I don’t know enough about 
administration to see why the ICA administrative personnel should 
necessarily fluctuate with the total personnel. I should think you 
would get into the business of where the same fellow who processed 5 
people last year in a given period could get it in shape to process 
7 or 8 in the same pe riod. 

Mr. Scorr. Sir, I think this is only one indication of it. We are 
trying today to get technicians to send abroad, technicians out of a 
booming economy. We are trying to get them to go to the less de- 
veloped areas of the world under, very often, sts andards of living 
far below American standards. We have no guaranty of a future 
for the people we have in this program. 

The job of recruiting technicians is paid for by administrative 
funds. That is one direct cost that can be attributed to the increase in 
the number of program personnel abroad. But the basic change, sir, I 
really think, and the basic requirement, is in our control-type activity. 
We have to run much greater audit and control activities in our opera- 
tion in the lesser developed country than was ever necessary in the 
European countries. 

Mr. Vorys. I come back to this word “requirement.” Who was 
it that determined it was required for the best interest of the United 
States that technical assistance should go up from $151 million in 
1956 to $153 million in 1957 to $168 million in prospective 1958 ? 

I think the requirement for technical assistance is limited by the 
number of competent personnel that we have to send out. And if we 
haven't got competent people, then we don’t undertake a program. 
The requirement isn’t by projects, shopping lists, these country teams 
sendin. On that basis you would say: 

These are a lot of things we have to do, therefore we are going to hunt up 
technicians, and if we can’t get good ones, we will send some bad ones. 

I think in this time of a booming economy our requirements are de- 
termined by the good technicians that are available, and not the other 
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way around by attractive projects. Maybe I am confused and maybe 
I am confusing you, but I wonder about this word “requirement” in 
this statement. Who is it that says we have to do more in some of 
these categories? 

Mr. Scorr. So many of these, sir, result from our foreign policy 
requirements. As I mentioned in the chart, a great number of new 
nations have come into being, Morocco, Tunisia, Ghana, in this last 
year and the program established in Burma. Those are new require- 
ments to meet United States foreign policy objectives in the provision 
of technical assistance. 

I think the word “requirement” results from an assessment by the 
Executive of United States interests and how to secure those interests. 

I would like to say, sir, that we have a very exhaustive program of 
trying to assess our ability to hire competent technicians, and that is, 
as a matter of fact, the shopping list, as you have said. I think it is 
a little more exact than that. Requests from the field are greatly 
reduced through this programing process, to take into account the 
availability of competent technicians and the number that other 
countries would like to have. 

The assistance other countries would like to have in mutual en- 
deavors under the technical cooperation program are much greater 
than the commitments we make or the program that we submit to 
the Congress. It is very exhaustively done, sir, the review of the 
possibility of acquiring competent technicians. 

Mr. Vorys. As I say, I see no direct connection bet ween administra- 
tive costs and numbers of program people. You have 1953 to 1958. 
But we have been in the technical assistance business for 15 years in 
Latin America, and for nearly 10 years in places all over the world. 
I see no reason why the ICA administrative personnel in Washington 
has to go up as the number— 

Mr. Scorr. This is not in Washington. This is Washington and 
the field. 

Mr. Vorys. All right. In Washington or in the field has to go up 
proportionate to the number of program people. 

Mr. Scorr. I don’t think it should go up proportionate; not at all. 
It would be a serious mistake and an overuse of personnel to have it 
go up proportionately. 

The other requirement as to people versus money is the new type 
or the changed type of operations we must conduct in these under- 
developed countries. Our aid is moving toward project-type assist- 
ance, all technical assistance is project type, requiring more control 
and end-use check activities, 

These contro] activities take 22 percent of the funds we are request- 
ing for administration. 

Chairman Hays of Ohio. Are there any other questions? Thank 
you very much, Mr. Scott. Tiere is one question here that we ought 
to have explained for the record, I think. Last week the Defense 
Department explained the $500 million of savings in unobligated 
carryover available in military assistance in this year’s program. In 
the classified book on worldwide summary statements on page 4 there 
is a reference to additional savings of unobligated of $71,348,000 in 
other programs, other than military. There doesn’t seem to be any 
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other explanation of this saving. Would you be able to explain it, o1 
to whom should we direct that question 4 

Mr. Saccto. I don’t believe they are savings. They refer to the 
amounts that the economic side of the program is asking to be carried 
over to 1958 because they have not been obligated during this fiseal 
year, 

Chairman Hays of Ohio. They are savings then, aren’t they, in the 
sense that they haven’t been spent ? 

Mr. Saccto. Only in that sense. The difference of the savings in 
the $500 million and the $74 million referred to there is that the “$500 
million is going to be applied, as I understand it, to fiscal year 1958 
needs. 

On the economic side, the amounts that we refer to are programed 
items which we intended to carry out in 1957 but have not been able 
to. We don’t expect they will be obligated by that time. I can give 
you the amounts to which they refer. 

Chairman Hays of Ohio. What makes it confusing in the data on 
page 4 of the worldwide summary is that you have that item on the 
same line as the military assistance, $500 million saving. It is marked, 
“Less unobligated carryover available from fiscal year 1957.” In other 
words, you. have $71 million that you have m: arked “Less unobligated 
carryover.” Just what does that mean? If it is different from the 
military, then it ought to be ina different place. 

Mr. Vorys. They used the word “savings.” I think it is exactly 
the same thing, that they haven’t obligated but want to carry over. 

Mr. Saccto. It is not listed in the chart as a savings—the $500 mil- 
lion has been described as a savings, which is carried over from a 
period—— 

Chairman Hays of Ohio. It is the same thing. They call it a sav- 
ings, but you call it a carryover ? 

Mr. Saccro. I think there is a basic difference. I think Mr. 
Holcombe, when he appeared before this committee explained what 
brought about the $500 million saving. We are not saying that the 
carryover we are requesting is a saving in that respect. It happens 
to be in the same category because we are asking for a carryov er. 

Chairman Hays of Ohio. Mr. Westphal informs me that it is de- 
ducted in the President’s message from the total along with the $500 
million. 

Mr. Saccro. I see what you are referring to. I beg your oo 
[ have the wrong figure. I thought we were talking about carryovers 
The original budget request included amounts which were reduced in 
the final message, that is true. 

Chairman Hays of Ohio. This is part of that reduction ? 

Mr. Saccro. That is true. 

Chairman Hays of Ohio. Do you have a breakdown that you can 
supply later, because we have other witnesses waiting ? 

Mr. Saccto. T shall. 

Chairman Hays of Ohio. Just one final word that I would like to 
say, Mr. Scott, and that is in relation to what Mr. Vorys said. As 
far as I am concerned, I would rather see your technical cooperation 
expenses go up than some of your other come up. In fact, I would 
rather see you spend $20 million in Saudi Arabia on technical co- 
operation rather than go out and give King Saud $20 million for what 
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we laughingly call direct budgetary assistance, which means giving 
him the cash to use as he sees fit. 

Mr. Scorr. If the $20 million had been provided on that basis, we 
would have had more money in here to administer the technical co- 
operation program in Saudi Arabia, because technical assistance is 
one program that does require a high proportion of administrative 
funds. 

Chairman Hays of Ohio. Next we will hear from Commissioner 
Harold S. Vance of the Atomic Energy Commission on the atoms-for- 
peace program. 

Commissioner. 


STATEMENT OF HON. HAROLD S. VANCE, COMMISSIONER, ATOMIC 
ENERGY COMMISSION 


Mr. Vance. Mr. Chairman, considering the hour and considering 
the committee’s time, although I have a statement here, I would sug- 
gest that I submit it for the record and make only brief remarks. 

Chairman Hays of Ohio. Without objection, the statement will be 
inserted in the record at. this point. 

(The statement referred to is as follows :) 


Mr. Chairman, it is a pleasure to appear before the committee today to testify 
on behalf of the $7 million authorization under the mutual security program to 
provide funds in fiscal year 1958 for the atoms-for-peace program. 

In comparison with the much lurger sums you have been considering for 
other mutual security purposes, $7 million must seem relatively small; neverthe- 
less, in our belief, and we hope in yours, this item bulks very large in terms 
of advance in amity with our friends, and contributions to human welfare around 
the world. 

The atoms-for-peace program is the means of making real and vital and 
dynamic the announced policy of the United States to share information on the 
peaceful uses of atomic energy and to cooperate with free nations in reaping 
for all the benefits which atomic energy offers for better health and higher living 
standards. 

This United States policy was first announced by the President in his historic 
address before the General Assembly of the United Nations in December 1953. 
In subsequent addresses at Pennsylvania State University in June 1955 and at 
the meeting of the presidents of the American Republics in Panama, July 1956, 
the President reaffirmed the policy and added practical details of action to bring 
it into being as a living force among the nations. 

The United States Government, through the efforts of the Department of State, 
AEC, and ICA, has pursued the purposes of the foreign atoms-for-peace program 
vigorously and with a substantial measure of success. 

Under the Atomic Energy Act of 1954, 44 agreements for cooperation have 
been negotiated with 42 nations. Seventeen additional agreements are now in 
various stages of negotiation. 

We have opened the way through the issuance of appropriate regulations for 
American industry to engage in programs and projects abroad in the peaceful 
applications of atomic energy. 

We have sent technical assistance missions and provided consulting services 
on peaceful atomic energy matters to 58 countries. 

We have made available training in reactor science and technology and in the 
applications of radioisotopes to approximately 300 foreign nationals represent- 
ing 52 countries. 

Grants of $350,000 to fund up to one-half the cost of a research reaction project 
have been committed to 4 countries, and it is expected that 3 additional grants 
will be committed this month. 

Highly successful international conferences and symposia on the peaceful uses 
of atomic energy have been held in Geneva in 1955 and last month at our Brook- 
haven National Laboratory. 

Many of these projects and programs, such as the training of foreign nationals, 
grants for the construction of research reactors and the Brookhaven symposium 
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have been financed with mutual security funds. We believe the record of accom- 
plishment to date is good and represents a substantial contribution toward main- 
taining American leadership in the worldwide peaceful nuclear energy field. 

However, much more remains to be done if our leadership is to be maintained 
and enhanced. In brief, we have assumed a responsibility to assist friendly 
nations in putting the atom to the peaceful uses which promise to be of such 
great benefit to mankind. In fiscal year 1958 this responsibility entails the pro- 
gram which we are presenting here. 

Vitally needed at present throughout the world are more scientists and tech- 
nicians trained in the various fields of nuclear science and engineering. In each 
country a group of trained people supplied with facilities to teach and train a 
growing number of others is the fundamental resource for speed and spread in 
promotion of the peaceful applications of atomic energy. The shortage of trained 
people is one of the major deterrents to the successful prosecution of peaceful 
atomic energy programs by our friends abroad. 

Assistance to our friends in developing their national pools of nuclear scien- 
tists and technicians should be furnished in several ways. Basic education in 
the physical sciences is needed, of course. But our program is concerned with 
affording specialized training in the nuclear sciences to those having such basic 
education. 

In addition, and of great importance, is training in the operation of the scien- 
tific tools unique to the atomic energy field. Through such education and training 
of their men of talent, friendly nations will be placed in a position to take their 
first steps into the new era of atomic energy at the service of consumers and 
industry and agriculture and medicine. 

The peaceful uses of the atom are many and so varied that it would be diffi- 
eult to say that any single one is most important or holds out most promise to 
mankind. 

Some of the applications are relatively easy to understand and to apply after 
only a short period of training. These include the use of radioisotopes in medi- 
cine for diagnosis and therapy and research. 

Other applications include the use or radioisotopes in agricultural research to 
learn the methods of food intake and efficient use by plants and animals, and to 
create new plant varieties in the search for heavier-bearing, more disease-resist- 
ant varieties. The sterilization and preservation of food by means of radiation 
holds promise of increasing the supply and lowering the cost of the world’s food. 
A multitude of industrial process and tracer uses have been devised already. 
More are being developed daily. 

In this connection it should be noted that a survey which we recently made 
indicated that American industry is presently saving an estimated $400 million 
a year through the use of radioisotopes to improve the quality of its products 
and services. The benefits to agriculture, through the betterment of crop strains, 
more efficient use of fertilizer and the combating of pests and plant diseases is 
calculated at another $200 million a year. 

The medical benefits to mankind in the diagnosis of human ills, the alleviation 
of suffering and the increasingly effective treatment of diseases cannot, of course, 
be valued in dollars. Somewhere between 800,000 and 1 million patients are 
being treated with radioisotopes each year. 

Finally, but probably foremost, in the field of peaceful uses is the generation 
of electric power by means of nuclear energy. This new source of power has 
come into the hands of man at a time when the increased power requirements 
indicate the need of sources of energy, supplemental to coal and oil. All will 
benefit by putting nuclear fuels to use in power generation. 

The funds being requested for authorization in fiscal year 1958 in section 419 
and other sections of this bill will provide for training the nationals of our 
friends abroad in most of the important ways needed for them to begin to 
achieve the benefits available from the peaceful atom. 

We propose to continue the program which began in fiscal year 1956 of fund- 
ing part of the cost of a research reactor for countries of the free world which 
can put such a scientific tool to valuable use. Although a research reactor is, 
as its name implies, a research instrument, it is also an important training 
device. 

We also propose to assist countries in the acquisition of radioisotope equip- 
ment, including gamma sources for training and use in agricultural research 
and other items of equipment needed for training in the peaceful uses of atomic 
energy. 
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Naturally, the actual training in this country of the future scientists and engi- 
neers of friendly nations stands high in importance to speed the development 
of atomic energy programs by these nations. 

Although most of the funds needed for this purpose are requested for authoriza- 
tion under the technical cooperation title of this bill, I would like to underscore 
the importance of the training programs in nuclear science and engineering. 

Funds under the Mutual Security Act help trainees from other countries to 
make use of courses in reactor technology and use of radioisotopes which are 
given at the International School of Nuclear Science at the Argonne National 
Laboratory near Chicago and at the Oak Ridge Institute of Nuclear Science at 
the Oak Ridge National Laboratory in Tennessee. 

It appears that in a growing number of instances it will be desirable, and 
certainly more economical, to train foreign nationals in their own or nearby 
countries—for example, in the operation of radioisotope laboratories—rather 
than to bring them to this country for training. 

The Asian Nuclear Center, which is planned for establishment in Manila, will 
facilitate the carrying out of this kind of training program for cooperating 
countries of that area. 

Similarly the enlarged nuclear education and training facilities planned for 
establishment at the University of Puerto Rico will provide Spanish language 
training in the peaceful uses of atomic energy for Latin Americans. 

Let me remind you that this letter project will be carried out through a contract 
between the Commission and the university and is not being included as a fund- 
ing requirement in the bill before you. Moreover, assistance to our friends in 
acquiring equipment for nuclear training and research will enable them to train 
their nations in nuclear science and technology. 

An important part of this program of furthering, on an international basis, 
the peaceful applications of atomic energy is to survey the needs of cooperating 
countries and provide them with expert advice and guidance in helping them to 
development programs fashioned to fit their technological, economic, and scientific 
capabilities. 

Expert help is also needed by countries which must import fuel and have need 
for assistance in evaluating the potentialities and economies of constructing 
nuclear power facilities in lien of conventional power plants using imported coal 
or oil. This type of assistance is also planned for fiscal vear 1958. 

This, in brief, is the program we propose in fiscal year 1958 in furtherance of 
the peaceful uses of atomic energy by friendly foreign countries. Though the 
program is modest in cost, it will return dividends of international comity and 
economic betterment greatly outweighing its cost. 


Mr. Vance. The Atomic Energy Commission is greatly interested 
in the establishment of research reactors abroad. Funds for this pur- 
pose are included in the budget request now before you in the amount 
of $7 million. We believe that this is an important part of our entire 
program for promoting peaceful uses of atomic energy in other 
countries. 

The research reactors as they are put in operation in foreign coun- 
tries will permit the training of people abroad. At the present 
time, as you know, and for several years past, other countries have 
sent people to our installations here in this country, but our facilities 
are limited. Many countries have excellent university and college 
facilities for the training of people in basic scientific fields, but they do 
not have them for the specialized nuclear science that is necessary, first, 
for the operation of nuclear powerplants abroad, second, for the use 
of isotopes in medicine and biology, in agriculture, and in industry. 

Therefore, we believe that this aid, a continuation of this aid, which 
was approved by your committee last year, is in order and we recom- 
mend it. 

Chairman Hays of Ohio. Thank you, Commissioner. I can go down 
the line, but if any of you have questions, it might save a little time 
if you would indicate those and I will call on the individual specifi- 
cally who has a question. Dr. Judd. 
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Mr. Jupp. I would like to have some comment from the Commis- 
sioner on the question we had up last year and which has been much 
discussed in the public press since then, namely, the possibility of this 
fissionable material or the reactors being modified or corrected in such 
a way that they could be used for military purposes. 

Mr. Vance. First of all, I should say that the quantities of fission- 
able material in a research reactor of the type contemplated are so 
small that over a period of time it would be impossible 

Mr. Jupp. What do you mean by “a period of time”? 

Mr. Vance. As I explain, you will see what I mean. Over a reason- 
able period of time, say a year or two, it would be impossible for a coun- 
try to accumulate enough fissionable material to have any weapons 
value. 

Secondly, and I get back to the question of time now, these bilaterals 
require the foreign country to whom the fissionable material is granted, 
to keep a strict accounting thereof, to submit to our inspection, and 
agree that we return any plutonium produced in the reactor. 

We, I think, have every reasonable safeguard against the possibility 
that you have in mind. 

Mr. Jupp. Then we can categorically assure our colleagues, because 
it will come up, and the general public, that in this atoms for peace 
program whereby the United States is sharing its fissionable material 
or contributing it to other countries individually, or bilaterally, and 
also to overall agencies like LURATOM, we are not running any risk 
that those countries will be able to convert it into atomic weapons that 
could be used against ourselves or others ? 

Mr. Vance. Well, I think that statement needs one qualification, sir. 
What we are talking about this morning is research reactors. With 
respect to research reactors that danger does not exist. As we get into 
the large power reactors, the situation is different. In other words, it 
is conceivable that the EURATOM countries could accumulate enough 
fissionable material, plutonium, as a result of operating a whole series 
of reactors to make not only a bomb but perhaps several bombs. 

However, the bilaterals under which this material will be furnished 
require, first of all, a pledge that this material will not be diverted, 
that it will be accounted for, that we may inspect at any time the re- 
actor, that the fuel element, when it needs chemical reprocessing, will 
be returned to us for chemical reprocessing, which is the time when the 
plutonium is taken out of the fuel element, or will be processed by 
someone whom we approve of. 

We think we have provided every possible safeguard for the con- 
tingency which you have in mind. 

Mr. Jupp. I appreciate having that statement on the record. 

Mr. Vance. It is very much in our mind all the time. 

Mr. Jupp. The next question: You have increased this year your 
request to $7 million from $5.5 million, Can you project, or do you 
have a general idea as to the proportions this program is likely to 
take in the next few years / 

Mr. Vance. Yes, sir, we have. I believe that in the hearings before 
the Senate committee, the statement was made that although the 
budget request is for $7 million, that if you authorize a carryover of 
the balance of about $4,450,000, is it not, from 1957 that the new money 
required is a matter of $2.5 million, or in that neighborhood. 
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As to the overall program, we estimate that over a period of years, 


let us say 5 years, that this entire program will cost somewhere be- 
tween $15 million and $20 million. 

Mr. Jupp. Out of the $5.5 million that we appropriated for you last 
year, you have used only $700,000 ? 

Mr. Vance. The figure is $1,050,000. 

Mr. Jupp. And the $7 million you want is the carryover of $4.8 
million plus $2.2 million new money ? 

Mr. Vance. We will need $2,550,000 of new money. I think I should 
explain to you why the actual funds used in fiscal year 1957 were so 
small. 

Making bilaterals even for research reactors is a much more diffi 
cult thing to accomplish in the matter of time than is a business trans- 
action. I mean to say, in some cases the authority had to be created 
in the other country, like the creation of an atomic energy commission: 
then it had to get legislative authority from proper sources in order 
to proceed. In other cases, the negotiations had been delayed because 
a foreign country wanted to reach a tentative understanding with 
some American manufacturer as to the design and cost of the reactor 
before an agreement was made with us. 

The program, therefore, is taking longer to develop than we expected. 
This is the reason why the funds actually expended in 1957 were so 
small. 

Mr. Jupp. You are not asking that these funds be put on a no-year 
basis? 

Mr. Vance. No, sir. 

Mr. Jupp. But you would like to have it that way ? 

Mr. Vance. Not necessarily. 

Mr. Jupp. As long as Congress will give you the carryover ? 

Mr. Vance. As long as we can come back and justify it, we are satis- 
fied. 

Mr. Jupp. Mr. Chairman. This is potentially one of our best pro- 
grams in the whole list. It is obvious to all that there is no ulterior 
motive. no alleged Wall Street capitalism; this is to help people. 

Mr. Merrow. How many of these research reactors do you have 
abroad at the present time ? 


STATEMENT OF JOHN A. HALL, DIRECTOR, DIVISION OF INTERNA- 
TIONAL AFFAIRS, ATOMIC ENERGY COMMISSION 


Mr. Hannu. Four have been confracted for. Three, Japan. the 
Netherlands, and Brazil are in the process of shipment. I believe 
that is the status at the present time. 

Mr. Merrow. Under these funds, have you in mind how many more 
you propose, or are there agreements underway ? 

Mr. Harn. At the present time, Mr. Chairman, we have 17 nego 
tiations underway. But it is difficult to determine how rapidly the 
bilaterals will be completed as Commissioner Vance pointed out. 
Rather often the other government, through its own constitutional 
processes, is slow in ratifying the agreements. It is difficult to pre 
dict, let us say, when the 17 additional bilateral agreements might come 
into effect. 

Mr. Merrow. Some of them with underdeveloped countries at the 
moment ? 
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Mr. Harn. At the present time, Mr. Chairman, we have approxi- 
mately 35 bilateral agreements that are in effect or will shortly be in 
effect. I think that out of that number, and I could supply this for the 
record, there would be a substantial number that would fall into the 
category you suggest. 

Mr. Chairman, I would like to place a copy of the bilateral agree- 
ment in the record, with your permission. It identifies the provisions 
that Mr. Vance referred to in connection with the safeguarding of 
the fuel as well as to demonstrate the authority under which we 
operate. The bilateral agreements are authorized by the Atomic 
Energy Act of 1954. They are negotiated jointly by the Department 
of State and the Atomic Energy Commission. 

Chairman Hays of Ohio. Without objection, it will be included 
in the record. 

(The material referred to is as follows:) 


AGREEMENT FOR COOPERATION BETWEEN THE GOVERNMENT OF THE UNITED STATES 
or AMERICA AND THE GOVERNMENT OF GUATEMALA CONCERNING CIVIL USES 
or ATOMIC ENERGY 


Whereas the peaceful uses of atomic energy hold great promise for all mankind ; 
and 

Whereus the Government of the United States of America and the Government 
of Guatemala desire to cooperate with each other in the development of such 
peaceful uses of atomic energy ; and 

Whereas the design and development of several types of research reactors are 
well advanced ; and 

Whereas research reactors are useful in the production of research quantities 
of radioisotopes, in medical therapy and in numerous other research activities 
and at the same time are a means of affording valuable training and experience 
in nuclear science and engineering useful in the development of other peaceful 
uses of atomic energy including civilian nuclear power; and 

Whereas the Government of Guatemala desires to pursue a research and 
development program looking toward the realization of peaceful and humani- 
tarian uses of atomic energy and desires to obtain assistance from the Govern- 
ment of the United States of America and United States industry with respect 
to this program ; and 

Whereas the Government of the United States of America, acting through the 
United States Atomic Energy Commission, desires to assist the Government of 
Guatemala in such a program ; 

The Parties agree as follows: 

ARTICLE I 


For the purposes of this Agreement : 

(a) “Commission” means the United States Atomic Energy Commission or 
its duly authorized representatives. 

(b) “Equipment and devices” means any instrument or apparatus and in- 
cludes research reactors, as defined herein, and their component parts. 

(c) “Research reactor” means a reactor which is designed for the produc- 
tion of neutrons and other radiations for general research and development 
purposes, medical therapy, or training in nuclear science and engineering. The 
term does not cover power reactors, power demonstration reactors, or reactors 
designed primarily for the production of special nuclear materials. 

(d) The terms “Restricted Data,’ “atomic weapon,” and “special nuclear 
material” are used in this Agreement as defined in the United States Atomic 
Energy Act of 1954. 

ARTICLE II 

Restricted Data shall not be communicated under this Agreement, and no 
materials or equipment and devices shall be transferred and no services shall 
be furnished under this Agreement to the Government of Guatemala or author- 
ized persons under its jurisdiction if the transfer of any such materials or equip- 
ment and devices or the furnishing of any such services involves the com- 
munication of Restricted Data. 
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ARTICLE III 


1. Subject to the provisions of Article II, the Parties hereto will exchange 
information in the following fields: 

(a) Design, construction, and operation of research reactors and their use as 
research, development, and engineering tools and in medical therapy. 

(b) Health and safety problems related to the operation and use of research 
reactors. 

(c) The use of radioactive isotopes in physical and biological research, medical 
therapy, agriculture, and industry. 

2. The application or use of any information or data of any kind whatsoever, 
including design drawings and specifications, exchanged under this Agreement 
shall be the responsibility of the Party which receives and uses such information 
or data, and it is understood that the other cooperating Party does not warrant 
the accuracy, completeness, or suitability of such information or data for any 
particular use or application. 

ARTICLE IV 


1. The Commission will lease to the Government of Guatemala uranium en- 
riched in the isotope U-—235, subject to the terms and conditions provided herein, 
as may be required as initial and replacement fuel in the operation of research 
reactors which the Government of Guatemala, in consultation with the Commis- 
sion, decides to construct and as required in the agreed experiments related 
thereto. 

Also, the Commission will lease to the Government of Guatemala uranium 
enriched in the isotope U-235, subject to the terms and conditions provided herein, 
as may be required as initial and replacement fuel in the operation of such re- 
search reactors as the Government of Guatemala may, in consultation with the 
Commission, decide to authorize private individuals or private organizations 
under its jurisdiction to construct and operate, provided the Government of 
Guatemala shall at all times maintain sufficient control of the material and the 
operation of the reactor to enable the Government of Guatemala to comply 
with the provisions of this Agreement and the applicable provisions of the lease 
arrangement. 

2. The quantity of uranium enriched in this isotope U—235 transferred by the 
Commission under this Article and in the custody of the Government of Guate- 
mala shall not at any time be in e.cess of six (6) kilograms of contained U—235 
in uranium enriched up to a maximum of twenty percent (20 percent) U-—235, 
plus such additional quantity as, in the opinion of the Commission, is necessary 
to permit the efficient and continuous operation of the reactor or reactors while 
replaced fuel elements are radioactively cooling in Guatemala or while fuel ele- 
ments are in transit, it being the intent of the Commission to make possible the 
maximum usefulness of the six (6) kilograms of said material. 

3. When any fuel elements containing U-—235 leased by the Commission require 
replacement, they shall be returned to the Commission, and, except as may be 
agreed, the form and content of the irradiated fuel elements shall not be altered 
after their removal from the reactor and prior to delivery to the Commission. 

4. The lease of uranium enriched in the isotope U—235 under this Article shall 
be at such charges and on such terms and conditions with respect to shipment 
and delivery as may be mutually agreed and under the conditions stated in 
Articles VIII and IX. 

ARTICLE V 


Materials of interest in connection with defined research projects related to 
the peaceful uses of atomic energy undertaken by the Government of Guatemala, 
including source materials, special nuclear material, byproduct material, other 
radioisotopes, and stable isotopes, will be sold or otherwise transferred to the 
Government of Guatemala by the Commission for research purposes in such 
quantities and under such terms and conditions as may be agreed when such 
materials are not available commercially. 

In no case, however, shall the quantity of special nuclear materials under the 
jurisdiction of the Government of Guatemala, by reason of transfer under this 
Article, be, at any one time, in excess of 100 grams of contained U-235, 10 grams 


|29 


of plutonium, and 10 grams of U-—233. 


ARTICLE VI 


Subject to the availability of supply and as may be mutually agreed, the Com- 
mission will sell or lease, through such means as it deems appropriate, to the 
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Government of Guatemala or authorized persons under its jurisdiction such re- 
actor materials, other than special nuclear materials, as are not obtainable on 
the commercial market and which are required in the construction and operation 
of research reactors in Guatemala. The sale or lease of these materials shall be 
on such terms as may be agreed. 


ARTICLE VII 


It is contemplated that, as provided in this Article, private individuals and 
private organizations in either the United States or Guatemala may deal di- 
rectly with private individuals and private organizations in the other country. 

Accordingly, the respect to the subjects of agreed exchange information as 
provided in Article III, the Government of the United States will permit persons 
under its jurisdiction to transfer and export materials, including equipment 
and devices, to and perform services for the Government of Guatemala and such 
persons under its jurisdiction as are authorized by the Government of Guate- 
mala to receive and possess such materials and utilize such services, subject to: 

(a) The provisions of Article II. 
(b) Applicable laws, regulations and license requirements of the Govern- 
ment of the United States and the Government of Guatemala. 


ARTICLE VIII 


1. The Government of Guatemala agrees to maintain such safeguards as are 
necessary to assure that the special nuclear materials received from the Com- 
mission shall be used solely for the purposes agreed in accordance with this 
Agreement and to assure the safekeeping of this material. 

2. The Government of Guatemala agrees to maintain such safeguards as are 
necessary to assure that all other reactor materials, including equipment and 
devices, purchased in the United States under this Agreement by the Govern- 
ment of Guatemala or authorized persons under its jurisdiction shall be used 
solely for the design, construction, and operation of research reactors which 
the Government of Guatemala decides to construct and operate and for research 
in connection therewith, except as may otherwise be agreed. 

3. In regard to research reactors constructed pursuant to this Agreement, 
the Government of Guatemala agrees to maintain records relating to power 
levels of operation and burn-up reactor fuels and to make annual reports to the 
Commission on these subjects. If the Commission requests, the Government 
of Guatemala will permit Commission representatives to observe from time to 
time the condition and use of any leased materials and to observe the per- 
formance of the reactor in which the material is used. 

4. Some atomic energy materials which the Government of Guatemala may 
request the Commission to provide in accordance with this arrangement are 
harmful to persons and property unless handled and used carefully. 

After delivery of such materials to the Government of Guatemala, the Govy- 
ernment of Guatemala shall bear all responsibility, insofar as the Government 
of the United States is concerned, for the safe handling and use of such mate- 
rials. With respect to any special nuclear materials or fuel elements which 
the Commission may, pursuant to this Agreement, lease to the Government of 
Guatemala or to any private individual or private organization under its juris- 
diction, the Government of Guatemala shall indemnify and save harmless the 
Government of the United States against any and all liability (including third 
party liability) from any cause whatsoever arising out of the production or 
fabrication, the ownership, the lease, and the possession and use of such special 
nuclear materials or fuel elements after delivery by the Commission to the 
Government of Guatemala or to any authorized private individual or private 
organization under its jurisdiction. 


ARTICLE IX 


The Government of Guatemala guarantees that: 

(a) Safeguards provided in Article VIII shall be maintained. 

(b) No material, including equipment and devices, transferred to the 
Government of Guatemala or authorized persons under its jurisdiction, pur- 
suant to this Agreement, by lease, sale, or otherwise will be used for atomic 
weapons or for research on or development of atomic weapons or for any 
other military purposes, and that no such material, including equipment and 
devices, will be transferred to unauthorized persons or beyond the jurisdic- 
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tion of the Government of Guatemala except as the Commission may agree 
to such transfer to another nation and then only if in the opinion of the 
Commission such transfer falls within the scope of an agreement for co- 
operation between the United States and the other nation. 


ARTICLE X 


It is the hope and expectation of the Parties that this initial Agreement for 
Cooperation will lead to consideration of further cooperation extending to the 
design, construction, and operation of power producing reactors. Accordingly, 
the Parties will consult with each other from time to time concerning the feasi- 
bility of an additional agreement for cooperation with respect to the production 
of power from atomic energy in Guatemala. 


ARTICLE XI 

1. This Agreement shall enter into force on the day on which each Government 
shall receive from the other Government written notification that it has complied 
with all statutory and constitutional requirements for the entry into force of 
such Agreement and shall remain in force for a period of five years. 

2. At the expiration of this Agreement or of any extension thereof the Govern- 
ment of Guatemala shall deliver to the United States all fuel elements contain- 
ing reactor fuels leased by the Commission and any other fuel materials leased 
by the Commission. Such fuel elements and such fuel materials shall be deliv- 
ered to the Commission at a site in the United States designated by the Commis- 
sion at the expense of the Government of Guatemala and such delivery shall 
be made under appropriate safeguards against radiation hazards while in transit. 

In witness whereof, the Parties hereto have caused this Agreement to be 
executed pursuant to duly constituted authority. 

Done at Washington, in duplicate, this 15th day of August, 1956. 

For the Government of the United States of America: 

/s/ Henry F. HOLLAND 
Assistant Secretary of State for Inter-American Affairs 
‘'s/ Lewis L. STRAUSS 
Chairman, United States Atomic Energy Commniission 
For the Government of Guatemala: 
/s/ JOSE LUIS CRUZ SALAZAR 
Ambassador of Guatemala 

Mr. Vance. Mr. Chairman, I would like to suggest inasmuch as 
Mrs. Kelly is not here this morning, that I make a brief statement 
on the matter which she brought up last year which was a great con- 
cern to her, which was whether or not it was contemplated that we 
would have an assistance program of this sort for Yugoslavia. 

We do not have a bilateral with Yugoslavia nor is one in negotia- 
tion. 

Mr. Mrrrow. From the knowledge that is obtained on these re- 
search reactors, will that enable the country in time to build a large 
power reactor ? 

Mr. Vance. Well, it will give them what you might call a funda- 
mental or basic knowledge of how the nuclear principle saeis But 
it won’t give them the technology of how to build a reactor. 

Mr. Merrow. It would be a long time before you would get into a 
military situation with it? 

Mr. Vance. I think as far as building power reactors are concerned, 
you will find that the operation will be divided into two categories. 
There are some countries, like West Germany, for example, which are 
highly industrialized, which have good engineering facilities and per- 
sonnel, and who will pick up the matter of building reactors very 
quickly, once the basic technology is made available to them. 
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I might say technology with regard to power reactors has now 
been declassified by the Commission ‘and is generally available to any- 
one on an unclassified basis. 

There are other countries like those in South America which for 
any years to come will not have heavy industries and will not have 
a large body of engineers who are trained basic: ally in science. 

As I visualize it, those countries will have to depend on the United 
States, the United Kingdom, and possibly later on, Germany and 
France, to supply them “with reactors. They won't be able to build 
them locally. 

Mr. Merrow. How would this program tie in with the International 
Atomic Energy Act when it is set up / 

Mr. Vance. This program, so far as I can see, will have no connec- 
tion whatever with the International Agency. 

Mr. Haun. No, sir. 

Chairman Hays of Ohio. Mr. Prouty, did you have a question ? 

Mr. Proury. Mr. Merrow has asked most of the questions I had 
in mind. I have just one more. To what extent, if any, is Russia en- 
gaged ina similar program 4 

Mr. Vance. We hear from time to time that they are cooperating 
with the satellite countries in the peaceful uses. But my knowledge 
is based solely upon newspaper reports. I know nothing of it aside 
from that. 

Mr. Haui. Mr. Chairman, we are aware of a few bilateral agree- 
ments that the Soviet Union has with the satellites, and one in par- 
ticular, of course, was played up in the press. That is the bilateral 
agreement with Egypt. It is my understanding that the Soviets have 
shipped an isotope lab to Egypt, and from press reports it has been 
determined that they may eventually supply Egypt with a research 
reactor. So apparently the Soviet Union has recently attempted to 
parallel the types of bilateral agreements, shall we say, that the United 
States started in 1954. 

Mr. Provury. Thank you. 

Chairman Hays of Ohio. Are there any other questions? Thank 
you very much, Commissioner. 

It is obvious we are not going to get through all this list of wit- 
nesses. I wonder if Mr. MeCahon on ocean freight, and Mr. Warren, 
on ICEM, would care to just file their statements, because we are not 
going to be able to question everyone this morning. 

Those programs are programs we have had before us previously. 
If you would like to file your statement for the record, you won’t need 
to wait around. They would, I am sure. 

(The statements referred to are as follows :) 


STATEMENT OF GEORGE L. WARREN, ADVISER ON REFUGEES AND MIGRATION, 
OFFICE OF REFUGEE AND MIGRATION AFFAIRS, DEPARTMENT OF STATE, ON THE 
INTERGOVERN MENTAL COMMITTEE FOR EUROPEAN MIGRATION 


The Intergovernmental Committee for European Migration, organized on the 
initiative of the United States Congress at Brussels in 1951, now consists of 27 
governments of the free world. 

Communist and Communist-controlled governments are excluded from mem- 
bership. The Migration Committee is engaged in securing the movement of in- 
digenous migrants and refugees out of Europe, who would not otherwise be 
moved. This is accomplished by chartering shipping on migrant routes where 
commercial shipping is inadequate or nonexistent, by financing the costs of 
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transportation, and by providing technical services which develop cooperation 
between emigration and immigration countries and improve the public admin- 
istrations of governments dealing with the migration process. 

In addition to its normal activities, the Migration Committee organized and 
secured the movement of over 136,000 Hungarian refugees from Austria between 
November 1, 1956, and May 17, 1957. 

Austria, Germany, Greece, Italy, Spain, and the Netherlands must secure con- 
tinuing emigration for indigenous nations and alien refugees in order to main- 
tain political and economic balance in their economies. 

Australia, Canada, the Latin American countries, New Zealand, Rhodesia, and 
Nyasaland and the Union of South Africa provide opportunities for the man- 
power which European countries cannot absorb. The relocation of available 
manpower contributes to the strength of the free world. 

Section 534 of the Mutual Security Act of 1951, as amended, contained author- 
ization for United States participation in and contributions to the Committee 
of the calendar years 1953 and 1954. Section 405 (a) of the Mutual Security 
Act of 1954 provided continuing authority for appropriations and participation 
in the Committee, on the basis of the constitution adopted by the Committee, 
which came into force in October 1954. All 27 government members have accepted 
the constitution. 

From February 1, 1952, to December 31, 1956, the Migration Committee moved 
579,036 persons out of Europe, including 161,804 refugees under the mandate 
of the United States High Commissioner for Refugees and 83,699 refugees of 
other categories, total 245.503: 120,442 migrants were moved in 1955 and 172,172 
in 1946, including 42,085 Hungarian refugees. 

Approximately one-third of all those moved to date have consisted of wives 
and children of migrants who preceded their dependents to overseas countries. 
This family movement has assisted in stabilizing the new immigration in the 
receiving countries. 

Movements in 1957 will be considerably higher than in previous years, owing 
to the increased overseas movement of Hungarian refugees. 

The normal movement in 1957 is presently estimated at 186,320. The estimate 
of Hungarian refugees to be moved out of Europe under ICEM financing is 
52,000. Total overseas movements in 1957 are expected to be therefore in the 
neighborhood of 188,000; 68,315 were moved overseas in the first 4 months of 
1957. Australia will receive more than 50,000 and Canada 51,250 during 1957. 

The Migration Committee has acted to improve governmental procedures in 
the preselection, medical examination, trade testing, and processing of migrants 
in the emigration countries and in their reception and placement in the receiving 
countries. At the request of member governments, the Committee has supplied 
technicians to improve the effectiveness of public administrations engaged in 
the migration process. 

In this manner the best procedures of one member government have been 
made known to and supplied by other interested member governments. Other 
services, such as vocational and language training, the location of opportunities 
for immigration, and the dissemination of information about immigration 
countries, have been provided cooperatively with the emigration and immigratjon 
countries. All of these services applied at both ends of movement have served 
not only to increase the flow of migrants but to improve the quality and suit- 
ability of the migrants moved and to reduce waste, cost, and confusion in the 
migration process. 

The voluntary agencies have played an important role in assisting the Migra- 
tion Committee to expand the flow of movement. Concentrating on the emigra- 
tion of individuals not covered by government mass schemes for the recruitment 
of workers, they have developed new opportunities for immigrants in the receiving 
countries by securing sponsors and assisted migrants in their adjustment after 
arrival. 

In cooperation with the Committee, they have operated revolving funds which 
make it possible for the migrant to make partial prepayment of the cost of his 
transportation before departure and repayments on loans covering the balance 
after arrival. 

Substantial progress has been made in increasing migrant contributions toward 
the costs of movements, and a majority of the migrants moved now contribute 
to the costs of their transportation to the extent of their abilitv to do so. 

The Mutual Security Appropriation Act for 1957 (Publie Law 853) repeated a 
prior condition in the appropriations for the Migration Committee to the effect 
that none of the funds appropriated could be used for assisting directly in the 
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movement of any persons to the Western Hemisphere who had not had a security 
clearance based on reasonable standards. 

The Department of State has arranged with the Migration Committee for the 
maintenance of special clearance procedures to comply with this requirement. 
All of the concerned Government members of the Committee have cooperated 
fully in the operation of these procedures which are under constant review 
by the Department of State and are considered to be effective. 

In securing the movement of refugees out of Europe to overseas countries, 
the Migration Committee works in close cooperation with the United Nations 
High Commissioner for Refugees and the United States escapee program. 

Frequent meetings of the administrations of the three organizations insure 
effective coordination of all operations. This teamwork was demonstrated 
dramatically in the unusual movement of 136,000 Hungarian refugees out of 
Austria between November 1956 and May 1957 without loss of momentum in the 
normal progress of movements. 

Timely action in dealing effectively with a highly volatile political and hu- 
manitarian problem saved substantial sums of money which otherwise would 
have been spent in maintaining the refugees in camps for indefinite periods of 
time in Austria. 

The estimate of normal movement out of Europe in 1958 is 154,950. In addi- 
tion, it is anticipated that 20,000 European refugees will require transportation 
overseas, mostly from countries of second asylum in Europe which accepted 
them on a temporary basis in 1956 and 1957. 

These totals include over 60,000 to Australia, 36,000 to Canada, and 51,850 to 
Latin America. The estimated budget of the Migration Committee for 1958 to 
cover this movement is $58,208,534; $2,764,115 for administration and $55,444,419 
for operations. 

Contributions to the administrative expenditure are obligatory upon member 
governments in accordance with an accepted fixed percentage scale. Contribu- 
tions to the operational expenditure are voluntary. 

These latter consist of contributions to the free funds of the Committee for 
operations and reimbursements by governments on the basis of per capita rates 
for persons actually moved to or from their countries. 

For instance, Italy now contributes $70 per adult migrant leaving Italy. Aus- 
tralia contributes $100 per migrant from Europe generally, but $110 per migrant 
from the Netherlands. 

The Netherlands contributes $60 per migrant to the Western Hemisphere and 
up to $160 per migrant to Australia. The Latin American countries contribute 
from $40 to $85 per migrant received. Canada reimburses the Committee for the 
full cost of all movement to Canada under official schemes. 

The important emigration and immigration countries have progressively in- 
creased their per capita rates and the dollar amounts of their reimbursements 
based on the volume of movements. 

The United States share of the administrative expenditure, originally 33.33 
percent, is 29.67 percent for 1958 owing to the adherence of new government 
members to the Committee; 29.67 percent of the estimated administrative budget 
for 1958, $2,764,115 alocated to member governments, is $811,298. 

The proposed United States contribution to operational expenditure for 1957 
is $11,688,702. The request for appropriation to cover the United States con- 
tribution to the Migration Committee for calendar year 1958 is therefore $811,298 
plus $11,688,702 or $12,500,000. 

An additional amount of $1,500,000 to cover the United States contribution to- 
ward the movement of 20,000 Hungarian refugees in 1958 is included in a sep- 
arate request for appropriation for Hungarian refugees. 

The appropriation of both amounts in full for 1958 is required in the United 
States interest to exploit all possible opportunities to remove the maximum 
number of migrants and refugees from Europe in 1958. 


STATEMENT OF WILLIAM H. McCanon, CHIEF, VOLUNTARY FOREIGN Arp STAFF, 
INTERNATIONAL COOPERATION ADMINISTRATION 


My name is William H. McCahon. I am Chief of the Voluntary Foreign Aid 
Staff of ICA and serve also as Executive Director, ex officio, of the Advisory Com- 
mittee on Voluntary Foreign Aid. 

That Committee consists of nine members, all serving without compensation, 
and is chaired by Mr. Charles P. Taft. I have served in this capacity since 
July 1, 1953, and for 3 years prior to that as Associate Chief. 
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In carrying out the responsibilities of this position, I have become closely ac- 
quainted with the personnel of the American voluntary agencies and have man 
an opportunity to observe and obtain a personal knowledge of their varied activi- 
ties abroad. 

I am convinced that these groups of private citizens play an important role 
in international relations which today is of great value to our country. Acting 
on behalf of the American people they, as private citizens, are extending a helping 
hand to friendly peoples around the world, who through circumstances beyond 
their control, need our assistance. The request we are making represents one 
material way in which the United States Government indicates its interest in 
supporting and furthering the overseas activities of its own citizens’ groups. 

For fiscal year 1958, an appropriation of $2.2 million is being requested which 
is $0.3 million less than last year’s appropriation. 

If approved, the funds would be used to continue ocean freight support for 
shipments of relief and rehabilitation supplies by approved American nonprofit 
voluntary agencies engaged in humanitarian activities abroad. 

Section 409 of the Mutual Security Act of 1954, as amended, defines approved 
agencies as those registered with the Advisory Committee on Voluntary Foreign 
Aid, and the American Red Cross. These private agencies draw their principal 
support from voluntary donations of the American people both in cash and in 
kind. It has been conservatively estimated that their combined constituencies 
comprise at least 75 percent of the American people. The program is typically 
American, representing, as it does, a material expression of good will by our 
citizens for their less fortunate friends abroad. 

It is estimated that supplies valued at $32.8 million will have been shipped and 
distributed this fiscal year at a cost to the Government of $2.5 million. 

Thus each tax dollar spent to pay ocean freight costs is multiplied nearly 14 
times in terms of the value of the goods furnished and delivered. The funds re- 
quested for next year would, on this basis, move goods valued at approxi- 
mately $29 million. 

r hese supplies include food, clothing, medical and hospital supplies, school 
supplies, handtools for trades and agriculture, and other self-help supplies. 
Many of these goods are donated in kind without any cash contribution to cover 
delivery costs. 

Hence, the value to the agencies of ocean freight support without which the 
program could not go forward. The whole activity is of unique importance in 
terms of its contribution to international friendship and good will because it 
represents people-to-people giving at levels not normally reached by government- 
to-government aid programs. 

In each case, before expending funds appropriated for this purpose, a formal 
agreement is entered into between the United States and the receiving govern- 
ment under the terms of which the latter guarantees duty-free entry of these 
goods and payment of inland transportation costs from the port of entry to 
the ultimate point of distribution. 

The American voluntary agencies for their part bear the cost of solicitation, 
processing, warehousing, packaging for export, and transportation to United 
States ports, as well as maintaining United States citizen representatives abroad 
to supervise distribution and to insure that the supplies reach the persons for 
whom they are intended. 

Thus, the program represents a three-way cooperative arrangement between 
the American voluntary agencies, the United States Government and the foreign 
governments, with each contributing materially to its success. All goods are 
clearly marked to identify their United States origin. These markings bear the 
United States emblem and the wording “Gift of the American people—ocean 
freight paid by the United States Government.” 

Also, the origin of the supplies is made known to the individual recipients 
through the United States citizen representatives of the agencies, resident in the 
countries of distribution. 

These private agencies are carrying on many other activities and services of 
interest to the United States. They constitute a useful channel through which 
United States agricultural surplus commodities can be distributed to needy 
people abroad. 

Over the past several years, they have taken an everincreasing responsibility 
in moving substantial quantities of these surpluses. They are also active in the 
fields of technical assistance and refugee resettlement. In the latter field, their 
outstanding services on behalf of Hungarian refugees is still vividly in mind. 

The following 31 agencies are those which now benefit from participating in 
the ocean freight subsidy: American Baptist Relief: American Friends of Aus- 
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trian Children; American Friends Service Committee; American Jewish Joint 
Distribution Committee; American Mission to Greeks; American ORT Federa- 
tion; American Red Cross; Assemblies of God—Foreign Service Committee; 
Brethren Service Commission ; Catholic Relief Services—National Catholic Wel- 
fare Conference; Church World Service; Congregational Christian Committee; 
Cooperative for American Remittances to Everywhere (CARE), Inc.; Foster 
Parents’ Plan; Heifer Project; International Rescue Committee; Iran Founda- 
tion; Little House of St. Pantaleon; Lutheran World Relief; Mennonite Central 
Committee; Near East Foundation; Pestalozzi Foundation of America; Refuge 
des Petits; Rumanian Welfare; Salvation Army; Save the Children Federation ; 
Tolstoy Foundation; Unitarian Service Committee; United Lithuanian Relief 
Fund of America; World Relief Commission of the National Association of 
Evangelicals ; and World University Service. 


Chairman Hays of Ohio. Our next witness is Mr. Laurence A. Daw- 
son, who is going to speak on the escapee program. I presume you also 
have a statement ? 


STATEMENT OF LAURENCE A. DAWSON, CHIEF, ESCAPEE PROGRAM, 
OFFICE OF REFUGEE AND MIGRATION AFFAIRS, DEPARTMENT 
OF STATE 


Mr. Dawson. Yes. 

Chairman Hays of Ohio. You may file it for the record, and give 
usarésumé of it. 

Mr. Dawson. I do have a statement, Mr. Chairman, and I believe 
a copy has been left with the clerk for filing in the record. 

(The statement referred to is as follows:) 


The United States escapee program, strictly a United States unilateral pro- 
gram, has been carried on since March of 1952 to provide reception, interim care 
and maintenance, and resettlement assistance to recent escapees from Soviet 
and satellite countries in Europe, and to selected escapee groups or individuals in 
other areas of the world. 

Since 1953, the program has assisted limited numbers of selected Chinese 
escapees from Communist China, primarily in Hong Kong and Macao. Its 
purpose is to serve specific United States interests in recent escapees from behind 
the Iron and Bamboo Curtains by demonstrating the concern of the West for 
those who tlee Communist oppression and seek asyluin in the free countries of 
the world. 

This assistance supplements the considerable programs of local governments 
of asylum, of international agencies and of private religious and nationality 
voluntary relief agencies engaged in refugee work. 

The program operates primarily through contracts with the nonprofit voluntary 
agencies. Under these contracts, actual expenses incurred by the agencies for 
individually approved projects which implement the policy objectives of the 
program are reimbursed after the services are rendered. 

No grants-in-aid are made. The operations are closely supervised by the 
USEP staff through the development of programs and projects, the negotiation 
of contracts, the control of registrations, the review of vouchers, field inspection 
of activities in progress, and end-use audits. 

First emphasis is placed on projects to secure the earliest possible permanent 
reestablishment of the escapee in some free world country, under terms and condi- 
tions affording opportunity for the escapee to achieve dignity and self-dependence. 

These projects, carried out on an individual case basis, provide registration, 
counseling and assistance in documentation and securing visas, vocational and 
language training, and assistance in overseas transportion. 

Other projects provide supplementary food, improved camp facilities, clothing, 
special feeding programs for mothers and infants, local employment and urgent 
medical care not available from other resources. 

USEP assistance is afforded only to those escapees who are anti-Communist 
and thus are potentially good citizens of the free world. To insure this, careful 
investigations are conducted on each escapee registered including examination 
of all pertinent records in the countries of asylum and elsewhere and additional 
investigation as necessary and indicated. 
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Primary responsibility for the care of refugees rests with the governments of 
the countries in which they seek asylum. USEP aid supplements but does not re- 
place either the basic assistance provided by these governments, or that available 
from other sources. This supplement is designed to maintain the morale and 
health of escapees to enable them to qualify for admission to resettlement coun- 
tries, and therefore to become self-supporting. 

In thus removing escapees from the countries offering asylum, the program 
helps to assure the continuation of asylum for those who may in the future seek 
haven. In the light of continuing political ferment within the Soviet orbit, which 
may well bring an increased influx of escapees, the role of the program is helping 
to maintain a commensurate outflow from asylum countries primarily through 
overseas resettlement takes on added significance. 

By March 31, 1957, 102,116 escapees (excluding recent Hungarians) had been 
registered for assistance in Europe. Of these 39,890 had been assisted to emigrate 
to more than 27 countries, primarily the United States, Canada, Australia, and 
countries of South and Central America ; 8,796 had been permanently established 
in European countries of asylum, and 22,435 remain under concern. The rest, 
30,976, had been dropped as ineligible, no longer in need of assistance, or for other 
reasons. 

Barring any unforeseen developments during calendar year 1958 which might 
affect the flow of refugees, an estimated 13,200 nationals of the Communist coun- 
tries of Eastern Europe will flee their homelands seeking asylum in the free 
countries of Europe and the Near East. They will be assisted within asylum 
countries by USEP. 

In the interest of placing operations in behalf of new refugees on a more current 
basis, a concentrated effort will be made during fiscal year 1958 to find satis- 
factory disposition for the less recent escapees, i. e., those who fled their home- 
lands more than 3 years ago. 

To accomplish this, special effort will be made toward reestablishment of the 
difficult-to-resettle and handicapped cases that constitute the bulk of the older 
easeload. At the same time, prority emphasis on overseas resettlement will con- 
tinue including the further pursuit of efforts to develop substitute resettlement 
channels in other areas necessitated by the termination of the Refugee Relief Act 
on December 31, 1956. An increasing number of local placements through institu- 
tional care or permanent integration arrangements in asylum countries will be 
carried out. 

The Congress appropriated $6 million for USEP for fiscal year 1957. Exclusive 
of the Hungarian program, it is proposed to continue the escapee program during 
fiscal vear 1958 at the reduced level of $5,500,000 of which $4,000,000 would be 
for Europe and $1,500,000 for the Far East. 

In Europe it is estimated that during calendar year 1958, 13,200 new escapees 
will be registered, while 9,800 will emigrate, 2,500 will be established in European 
countries of asylum, and 5,600 will be dropped for other reasons. This should 
reduce the caseload from 17,700 to be registered as of January 1, 1958, to an 
estimated 13,000 under care as of December 31, 1958, exclusive of recent Hun- 
garian escapees. 

The United States escapee program is requesting $6.9 million for supplemental 
care and resettlement services for Hungarian refugees for 1958 which is included 
under the Hungarian refugee program budget. 

In prior years, the committee has been informed in detail of the extreme 
measures taken by the Soviet and satellite governments to preclude escape and 
to repatriate, victimize, and discredit those who do escape. 

Such measures, which continue in full force. are vitally related to the broader 
effort of the Soviet orbit governments to consolidate their controls over the nearly 
900 million captive peoples within those countries in Europe and Asia. Thus, the 
Communists seek to destroy all hope for eventual freedom and to convince the 
cantive peoples of the inevitability of communism. 

To this end, the Communists deny the humanity of Western policies, including 
both the right and existence of friendly asylum. 

The escapee program poses a challenge to this Communist doctrine. Its solici- 
tude and assistance in behalf of escapees serve as a continuing reminder to those 
who remain behind that they are not alone in cherishing hope for the eventual 
restoration of freedom in their homelands. 

It may be recalled that in last year’s presentation to the committee, this point 
was illustrated through auotation of a letter from a Hungarian escapee thank- 
ing the program for assistance received. Events during the ensuing 12 months 
have given added relev.ncy to that letter, which stated, “Dark ages have de- 
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scended on Europe and it is only because of the moral force and example of 
the United States that more than a hundred million people do not lose faith. 
In my country the people are hungry for bread, but they are starving for free- 
dom.” 

In the Far East the escapee program serves the same national objective as it 
does in Europe. The Chinese refugees in the Hong Kong and Macao area num- 
bering well over a million, constitute the largest bloc of anti-Communist refugees 
in the world. 

Most of them are living under conditions indescribably bad and highly sus- 
ceptible to Communist exploitation. The Communists, realizing that these 
refugees stand as a symbol of massive repudiation of communism and thus of 
anti-Communist resistance for the Chinese people both at home and among the 
12 million overseas Chinese in other countries of Asia, are increasing their efforts 
to undermine the morale of the refugees in Hong Kong and free China. This 
endeavor is directed in the first instance toward the leadership elements with 
emphasis on securing their repatriation by any means possible. 

The escapee program in the Far Hast is necessarily selective in relation to the 
enormous refugee problem in Hong Kong and Macao. Nevertheless, this pro- 
gram—carried out as it is by the voluntary agencies which historically have 
stood for American humanity in China—is an important symbol of United States 
concern for the enslaved Chinese people. 

It rejects persistent Communist propaganda allegations that United States 
interests are circumscribed by considerations of race and tend to favor Euro- 
peans over Asiatics. First prjority is directed toward the rehabilitation of 
professional intellectual and other leadership elements. 

Assistance projects in behalf of other persons are also carried out under 
criteria of selection designed to further United States interests. All USHP 
operations as in Europe are aimed toward the complete reestablishment of a 
refugee assisted. 

The program also serves as a significant token of cooperation with the gov- 
ernments with which basic responsibility for the refugee rests. As such it has 
undoubtedly been influential in stimulating the development and continuing 
momentum of extensive programs by these governments to improve refugee con- 
ditions and to create opportunities for integration and resettlement. 

Up to December 31, 1956, 16,488 escapees had been resettled from Hong Kong 
and Macao, mostly to Taiwan. During the same period, the program assisted 
in integrating selected Chinese refugees locally in Hong Kong. In accomplish- 
ing this integration and in providing corollary medical care, the program has 
provided services for 195,845 refugees. 

An important result of the integration projects was that they provided a 
demonstration which contributed toward the decision of the Hong Kong gov- 
ernment to undertake a large scale integration program of its own. 

In calendar year 1958, it is proposed to continue this program at a level of 
$1,500,000 placing emphasis on resettlement, with renewed efforts in behalf of 
intellectuals and students including some currently escaping. At the same time, 
medical assistance projects on a highly selective basis will be continued in rec- 
ognition of the acute shortage of medical facilities in Hong Kong. Local in- 
tegration assistance will be similarly pursued with maximum utilization of the 
housing and integration projects of the Hong Kong government commenced in 
1954. 

Mr. Dawson. In support of our request for authorization of $5.5 
million for the escapee program from fiscal 1958 funds for operation 
in calendar year 1958 for the escapee program, as I say, I have filed a 
copy of my statement with the clerk. 

In addition, the escapee program is requesting $6.9 million in con- 
nection with the Hungarian refugees, but that is to be explained and 
presented by Mr. McCollum, who is handling the overall Hungarian 
refugee problem. 

The escapee program request for $5.5 million represents a reduction 
of $500,000 from last year’s appropriation. The program, as the com- 
mittee is aware, has been in operation since 1952, and carries out 
through voluntary agencies under contractual arrangements projects 
purely supplementary in nature for improving the interim care and 








1056 MUTUAL SECURITY ACT OF 1957 


maintenance of the escapees who break through from behind the Iron 
Curtain and, above all. for securing their resettlement in other coun- 
tries or else their local integration, if resettlement cannot be achieved. 

The purpose of the program is to carry out specific United States 
interests which are inherent in a conspicuous demonstration of western, 
and particularly, of American concern for those who have renounced 
communism and placed their faith in the hands of the free world. 

Of the $5.5 million, it is proposed that $4 million will be used in 
{urope in connection with the regular escapee program caseload, its 
reduced caseload, I might say, and $1.5 million in the Far East, where 
the program operates within the context of the vast problem of Chinese 
anti-Communist refugees in Hong Kong. It operates in Hong Kong 
on a selective basis through =ecial projects, selected in terms of their 
potential for the realization of United States interests and objectives. 

The program is a strictly United States unilateral program. Its 
method of operation through the voluntary agencies is through projects 
which are finalized by contracts which provide for reimbursable pay- 
ment through the voluntary agencies for actual services carried out. 
These projects include the wide range of activities designed to supple- 
ment what the local asvlum governments give to the escapee in the way 
of care and maintenance, and to find opportunities for them to be 
resettled in other countries and to place the escapees in condition to 
qualify for such resettlement. 

In other words, it seeks to take a category which by its nature is in 
a very low priority position as far as opportunity and its ability to 
compete with other brackets is concerned and to place it in a higher 

category with the best opportunity, in accordance with the United 
States interests involved in this group. 

It is expected that at the end of calendar year 1957 there will be 
approximately 17,700 escapees on our case load, and that during cal 
endar year 1958, an estimated 13,200 new escapees will come out who 
will be the concern of the escapee program, but that through the 
resettlement of an estimated 9,800, the integration of 2,500, and the 
removal of others from the caseload for other reasons, such as not 
needing assistance, that we will nevertheless effect a reduction by the 
end of calendar year 1958 to 13,000. 

I might add, Mr. Chairman, that the caseload has in the past sev- 
eral years gone from 30,000 to 24,000, and now at the present moment 
it is approximately 21,000. By the end of this year we will expect it 
to be 17.700, and by the end of the following vear, 13,000, despite the 
fact that the influx of new escapees, quite apart from the Hungarians, 
has been larger during this period than we have expected it to be in 
our presentation to the Congress. 

We have exceeded our goals of resettlement and integration. Great 
emphasis will be placed this year on trying to streamline the caseload 
by removing, through a satisfactory solution, all the escapees who have 
been on the caseload for a long period of time, with the effort to get 
the caseload down to persons who have escaped within the last 3 years. 

We hope to get that down within the next couple of years. It isa 
difficult enterprise. 

In the Far East the program will continue to carry out its resettle- 
ment operation and also to lend highly selective aid within Hong Kong 
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and Macao, to work out the local integration of those escapees selected 
for our assistance. 

The British there have a vast program of housing and related serv- 
ices which they are carrying out, and have been for the last year or two, 
in contrast to the situation that existed several years ago, in which 
virtually nothing was being done for the millions of anti-Communist 
Chinese escapees in Hong Kong, the largest single bloc of anti-Com- 
munist refugees in the world today. 

We attach great importance to the program, both in Europe and in 
the Far East, in terms of its symbolic value keeping alive faith in the 
West on the part of perhaps 900 million captive peoples in Europe and 
Asia, and keeping alive their will to resist. 

The escapee represents the continuity of repudiation of the Com- 
munist regimes. The Department feels it is most essential that the 
continuity of friendly asylum and assistance to those persons who 
reject communism be effectuated, for m: uny reasons, but among others, 
in order that those who have remained behind will become aware, 
remain aware, of the constancy of Western concern for their fellow- 
man and of the constancy of the possibility of ultimate freedom. 

In the Far E ast 

Mr. Furron. Before you leave that point, why don’t you reason for 
the escapee program the gain to our own country 

We in the United States are getting a tremendous gain from these 
programs in many instances that are not dollars and cents for the 
United States, but nevertheless, have a fine end result. 

Mr. Dawson. I agree with you, sir. I think I did mention that 
the objective I cited is one of a number of important ones. I would 
agree with you 100 percent—I think that the United States has re- 
ceived a great many persons of the type you are speaking of, perhaps 
not Salk vaccine specialists, but people who have made significant con- 
tributions. 

And in relation to the Far East program, for example, we have 
been able to send to Taiwan the leadership elements among the anti- 
Communist escapees in Hong Kong. Over 15,000 have gone to Tai- 
wan, intellectuals, leadership elements of various types who have not 
only contributed to giving much needed specialized assistance and 
manpower to Taiwan, but who also are in the aggregate the group 
which is held in the greatest generation by Chinese society and thus 
our impact through the program is enhanced immeasurably by assist- 
ing this group. 

Mr. Fuuron. Do you have any methods set up that facilitate the 
entrance of people of high level of ability into the United States? 
Because we in the industrial areas are so short of engineers and com- 
petent people. If you will look at the newspapers in this country, you 
will find page after page of advertisements looking for engineers, 
scientists, physicists, mathematicians. 

When I was at the Hungarian refugee camps in Yugoslavia just a 
month ago, incredibly I ran into four physical science scholars just 
lost among the mass of refugees. They were students who had quite 
a bit of engineering and physical-science training. We, in Pittsbur gh, 
are certainly short of any kind of a person like that. 

If a United States program could be instituted to get the cream of 
the crop, so that it becomes known behind the Iron Curtain, that they 
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can get in and get good jobs, I have a feeling that it will start to en- 
courage that type person. Likewise, it is one scientist taken from 
them and added to us. 

Mr. Dawson. The escapee program, dealing with its caseload, works 
up an individual file on each person. We call to the attention of other 
authorities, those persons who are of particular significance. 

But with relation to visas or to entry into the United States, the 

scapee program has, of course, no visas. We can merely utilize the 
pst i immigration laws and the program set up to implement the 
laws. 

Mr. Futron. You have a program on that which calls it to the at- 
tention of our proper immigration authorities, people of this kind, so 
they can be selected ? 

Mr. Dawson. Yes, sir, that is substantially true. When we come 
across a person of unusual significance, we call his case to the atten- 
tion of other authorities. In addition to that, we undertake to classify 
the skill of every escapee on our caseload. 

Mr. Futton. Does anything happen under that program? Is there 
a selectivity being used on bringing some of these people into the 
United States? 

Mr. Dawson. You mean—— 

Mr. Furron. Do you just recommend it and that is the end of it, 
does-something actually hs ippe n? 

Mr. Dawson. In many cases people we have recommended have 
come in. With respect to the Hungarian program- 

Mr. Futron. I am not speaking of them, particularly. I am speak- 
ing of your escapee programs. 

Mr. Dawson. Mr. Fulton, we are pretty much at the mercy of the 
sponsor on this. We do have projects in the United States under our 
program to secure sponsors for the escapees. But under the Refugee 
Relief Act, if a sponsor did not come forward for such a person, 
his case could not be processed. 

Mr. Jupp. But you did support bringing in a great many of these 
high-grs folks as long as the Refugee Relief Act was in opera- 
tion? Unfortunately that has expired. There are countless numbers 
that we would like to have and that we could receive to advantage. 
They can’t get visas. The quotas for those countries are 100, or some- 
thing like that, for a year. The quotas are oversubscribed for years. 

It is as shortsighted as anything I know for the United States not 
to revise and extend our Refugee Relief Act. We could, if we really 
had the will to do it, select, as you said, the very choice people, and 
they exist all over the world. 

I got word of one within a few days, who is now working as a waiter 
and who could be of great assistance to us in America. We haven't 
become adequately conscious of this pool of superior talent that is 
available to us, would bring great gain to us, and give us enormous 
psye ‘hological and political gain in Communist areas. 

Chairman Hays of Ohio. That was a very good speech, Dr. Judd. 
I agree with every word of it, but you are making it in the wrong 
place. You ought to make it before Senator Eastland’s and Congress- 
man Walter’s committees. 

Mr. Jupp. I have made it there on two different occasions, but I 
haven’t had much luck. 
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Mr. Futon. There are people at this table, and I think quite a few 
of them on both sides of the table, that feel that if the escapee and 
refugee programs were implemented in a way so that it facilitated 
the coming in of these superior people, that the various agencies repre- 
sented here this morning would be really surprised. 

The thing that blocks these escapee programs and refugee programs 
is the fact that we are taking too much of a slice, while Canada, Eng- 
land, Belgium, Australia, are going after the cream, and really get- 
ting it. 

When I was at Belgrade a month ago, several countries already had 
selection teams there to take the superior people. 

Chairman Hays of Ohio. Are there any other questions ? 

Mr. Jupp. Mr. Dawson, how is the redefection effort of the Com- 
munists working? A year or so ago it seemed to be gaining—the 
persuading of some of the defectors from Communist Tands partly 
because of their despair, to go back to Communist countries. 

Mr. Dawson. They have continued this program full blast, al- 
though there were some who thought it might have waned at the time 
of the Hungarian matter. I can give you my opinion in answer to 
your question. My opinion is that their first objective, and I believe 
T have mentioned this to this committee before, that their first objective 
at this stage of the game is to discredit the refugees who are out, be- 
cause I think that they realize, the Soviets realize that they are not go- 
ing to be able to secure the repatriation of most of those. 

Of course, their very initial objective is to preclude escape. Since 
people are getting away they seek to discredit those who are out and 
preclude assistance to them. 

In the process, if they can get a trickle to come back home, even a 
trickle, then these persons can be exploited and are exploited very 
heavily before the home audience and on the world front. Allegedly, 
they have returned voluntarily; always under pressure they castigate 
the West. 

I think their basic objective is to convince the captive popula tions 
that asylum and friendly assistance, and so forth, do not exist, or if 
they exist in form, they are only a mockery and not effective. 

I think to answer your question, Dr. Judd, the program continues 
at full force. I think its tempo is increasing in the Far East. I think 
they are continuing to get some people to go back home for a variety 
of reasons. I think that will always happen as long as there are large 
numbers of escapees that have gotten out. Some get in the depths of 
despair or depression because the ‘y have not been resettled and have 
seen the parade go by, and are responding to a natural nostalgic desire 
to return to their own country, and seeing no alternative, they go. 

I would like to add one point. I think your older refugees or, say, 
your non-Hungarian refugees, and particularly those who have been 
out for a long time, have become somewhat depressed and discouraged 
just because of the tremendous success of the Hungarian resettlement 
program. They have seen these new escapees come out, tens of thou 

sands of them, and be resettled, and they are still in place, most of 
them. I think, if anything, they are potentially more susceptible to 
this Communist propaganda right now than they were before Oc- 
tober 23d. 
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Mr. Jupp. Mr. Chairman, I want to add that I think the escapee 
program has been one of the most successful we have had. It is all 
gain. There has been no loss in this program. Those who have come 
to this country have been good: very few mistakes among them. 
Everyone that has escaped from Communist control has been 2 creat 
cain to the free world. 

I want to commend Mr. Dawson and his associates in accomplish- 
ing an awful lot in a difficult field with a relatively insignificant budget. 

Mr. Fuuron. May I join with Dr. Judd in ¢ ommending the handling 
of the escapee program, and say that they are doing a fine job under 
difficult circumstances and with few mistakes. 

May I finish with this: On the Kersten amendment, and I believe 

also it was Senator Lodge’s suggestion at the re for integrating 
some of these people into our services abroad or by special units, 
I know that you do have escapees in the mixed services organization, 
of Britain and the United States, as labor companies, but what has 
been done on possible integration into our forces? 

Mr. Dawson. You mean, under the Lodge Act ? 

Mr. Furron. Yes, partly. 

Mr. Dawson. I don’t have the figures at my fingertips. 

Mr. Fuiron. Would you put that in the record at this point ? 

Mr. Dawson. I believe we have been able to get about 1,200 escapees 
into the United States forces under the Lodge Act 

Mr. Furron. Would you give us a short résumé? I won’t take the 
time now. I think we should have an oe of that particular 
angle of the escapee program. Is it under that Lodge Act that they 
can become United States citizens if they have performed a certain 
period of satisfactory military service? 

(The information is as follows:) 

As of May 31, 1957, 1,302 refugees have been enlisted into the United States 
Army under the alien enlistment program. Of these, more than 1,000 were 
USEP eligible escapees or could qualify for such eligibility. Although enlistment 
takes place only in Germany and the majority of those enlisted were escapees 
resident in Germany, many others have found their way to Germany or were 
brought there by the escapee program for enlistment. Under an arrangement 
worked out between the Army in Germany and USEP, carefully preselected es- 
ecapees in Italy, Greece, Turkey, and elsewhere have been flown to Germany and 
enlisted. 

Mr. Dawson. After 5 years of satisfactory service, they are eligible 
for United States citizenship. 

Mr. Vorys. On the other hand, we have never taken any troops into 
our forces or made up any national forces of re fugees, as is contem 
plated in the so-called Kersten amendment, have we 

Mr. Dawson. This is not in my field, Mr. Vorys. T am not aware 
that we have. Perhaps Mr. Frechtling can speak to that. 


STATEMENT OF L. E. FRECHTLING, OFFICE OF SPECIAL ASSISTANT 
FOR MUTUAL SECURITY AFFAIRS, DEPARTMENT OF STATE 


Mr. Frecutiinc. We have not established any units of the sort that 
are contemplated in the Kersten amendment. 

Mr. Vorys. And you don’t ever contemplate doing so? 

Mr. Frecntriine. May I go off the record at this point ? 

(Discussion off the record. ) 


ee 
ull 
ne 
Mm. 
aut 


et. 
ng 
ler 


ve 
hg 


mn, 
1as 


PS 


‘he 
lar 
ley 
Ain 


ites 
ere 
lent 
eeRS 
vere 
ient 
es- 


and 
ible 


nto 
Pm- 
rare 


\NT 


‘hat 


MUTUAL SECURITY ACT OF 1957 1061 


Mr. Vorys. I hope at this point the executive branch will give us a 
statement that will show their views on the Kersten amendment in 
its original form. 


(The material referred to is as follows :) 


THE KERSTEN AMENDMEN'1 


The executive branch proposes the deletion of the second sentence of section 
401 (a), the Kersten amendment, of the Mutual Security Act for the reasons 
that (1) other provisions of the act added in 1952, 1955, and 1956 provide broad 
authority to carry out activities, including those authorized by the Kersten amend- 
ment; (2) the language of the other provisions is considered more appropriate 
under present conditions; and (3) this year the executive branch is recommend- 
ing that all unnecessary provisions be repealed. 

The Kersten amendment was originally enacted in the Mutual Security Act of 
1951. 

In 1952 a provision was added which authorized the President to use certain 
funds without regard to the requirements of the Mutual Security Act or other 
specified acts “in furtherance of the purposes of such acts, when the President 
determines that such use is imporiant to the security of the United States.” The 
purposes of the Mutual Security Act include section 2 (¢) which provides: “It 
is the sense of the Congress that assistance under this Act shall be administered 
sO as to assist other peoples in their efforts to achieve self-government or inde- 
pendence under circumstances which will enable them to assume an equal station 
among the free nations of the world and to fulfill their responsibilities for self- 
government or independence.” 

In 1955 section 401 (d) was added which provides authorization for funds to 
coutinue activities, including care, training, and resettlement for escapees from 
the Soviet bloc. 

In 1956 a further provision was added as section 401 (c) : “It is the purpose of 
this Aci to advance the cause of freedom. The Congress joins with the President 
of the United States in proclaiming the hope that the peoples who have been 
subjected to the captivity of Communist despotism shall again enjoy the right of 
self-determination within a framework which will sustain the peace; that they 
shall again have the right to choose the form of government under which they 
will live, and that sovereign rights of self-government shall be restored to them 
all in accordance with the pledge of the Atlantic Charter. Funds available under 
this section may be used for programs of information, relief, exchange of persons, 
education, and resettlement, to encourage the hopes and aspirations of peoples 
who have been enslaved by communism.” 


Mr. Furron. We are coming into a period where the type of escapee 
is changing. We have previously had Yugoslavia and the Soviet 
sphere both East and West that they escaped from. The United States 
had the peculiar situation where United States policy was implement- 
ing and supporting Yugoslay Government actions in some respects. 
Now we have the case where Poland is moving into a more neutral 
or independent position, and we again have the problem of what the 
relationship of the United States Government with Poland shall be. 

Originally, the escapee program was set up to take people who liter- 
ally escaped. Now it is becoming a little more of a program where 
they get out, but there is likewise an economic gain motive in the per- 
son’s mind who escapes to the free countries of Europe. 

When I was in Yugoslavia, one of their complaints about the United 
States escapee program was that they didn’t like the word “escapee.” 
So isn’t it possible, possibly under our current legislation, if we are 
going to get cooper ration from some countries which have formerly 
been very closely allied with the Stalinist movement in Russia, that we 
then should have a different nomenclature for that ty pe of country, for 
the people coming from it. In Yugoslavia they said it was embarrass- 
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ing for the United States to have escapee programs under that desig- 
nation. And I imagine it will be very embarrassing now that Poland 
is moving into the “independent position. 

Couldn't we come up with a plan that from those particular coun- 
tries we could make a discriminating nomenclature that would not class 
their type people who are coming “out in with the same grouping as 
those people getting out of Russia and the other satellites ¢ 

Mr. Dawson. I think, Mr. Fulton, that is quite possible. Actually, 
I would like to point out two things: First, we already have such a 
device, a different nomenclature in the Far East. We don’t use the 
word “escapee” in the Far East. We don’t even use the words “escapee 
program.” We use the words, “the Far East refugee program” simply 
because the word “escapee” was a little bit explosive in the politics in 
Hong Kong. 

[Security deletion. | 

Mr. Fuuron. But the Government resents that word. 

Mr. Dawson. I am sure they do. 

Mr. Fuuron. I wondered if there wasn’t a possibility, now that 
we are having Poland come into the type of satellite where it is 
neither East nor West, that we could come up with something that 
would give us a better wording and not cause the trouble. It is foolish 
to have a word that rankles with them. 

Mr. Dawson. Without prejudice to the continuation of the term 
“escapee’ for those from the Soviet bloc ¢ 

Mr. Fouuron. That is right. To name these people separately from 
Poland and Yugoslavia, and not place them in the same grouping 
with those that make their escape from Soviet Russia, Rumania, these 
other countries that are completely within the orbit. 

Mr. Dawson. I think that certainly is possible and should be 
explored. 

Mr. Furron. If proper representations were made I believe Yugo- 
slavia would permit the exit of a certain number of young people, 
which would be a gain. They would give visas, which would reduce 
some of the size of the escapee programs. 

Are recipient nations still putting these people in jail when they first 
come in? 

Mr. Dawson. No; you mean, the Soviet orbit escapees or the 
Yugoslavs ? 

Mr. Fuuron. Soviet or Yugoslav. 

Mr. Dawson. No. 

Mr. Fuuron. Does the escapee first go to jail 4 

Mr. Dawson. They place them under detention. 

Mr. Furron. I have heard cases of young people, young men and 
women of high school and college age, being put into ordinary jails 
when they came in, and were held there for some time. Does that 
still continue ? 

Mr. Dawson. We haven’t encountered that, to my knowledge. 

Mr. Fuuron. I hope that will be checked, because I think that is 
not a good approach to a human problem, where a younger person 
is placed with ordinary criminals when they become escapees. 
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Mr. Dawson. That was one of the conditions that we found in 
asylum countries generally when we started the escapee program. 
One of our first objectives was to get away from that. 

Mr. Furron. Can you put in the record at this point the method 
of treating the arriving escapee in the recipient or asylum countries 
so we can show the system has changed ? 

Mr. Dawson. Yes, sir; I can. 

(The statement is as follows :) 


GERMANY 


Most escapees enter Germany through Berlin, though some jump ship in Kiel 
Canal or manage to cross the Bavarian border from Czechoslovakia. Those 
entering Berlin are sent directly to a United States Army reception center. 
They are not confined but remain voluntarily in comfortable quarters under 
excellent conditions. 

The United States Army sends them to the German authorities at the Fed- 
eral Screening Center near Nuremberg where a German screening commission 
determines whether they are political refugees or so-called economic refugees. 
This center does not maintain a high standard of comfort but the gates are 
always open and the escapee is free to come and go. To compensate for the 
physical condition of the camp, USEP, the German Government, and the Ba- 
varian Government subsidize a second center in the area, called Zirndorf, operated 
by the latter. After a few days in the screening center, escapees are sent to 
Zirndorf, where they are comfortably housed and provided an acceptable stand- 
ard of living. 

Those who enter West Germany via the Kiel Canal enter a German reception 
center until they are sent to Nuremberg. Those who enter over the borders 
are sent by the German authorities to United States installations from which 
they proceed to the Nuremberg center. Once there, the German screening pro- 
cedure, described above, applies to these two groups. 

After screening by the Federal commission, those recognized as political 
refugees are documented and sent to the various German Laender where they 
are assisted in finding jobs and housing. Those not granted political refugee 
status are permitted to reside in camp at the same relief level granted indigent 
Germans. They are not confined and may work locally. On an individual 
basis, members of this group may obtain regular employment through which 
they are granted full residence rights. USEP assists in the employment place- 
ment of these “unrecognized” escapees. 

Under this procedure escapees are not incarcerated in prison. Although the 
screening center at Nuremberg has barbed wire strung along the wall enclosing 
it, the gates of this center are neither locked nor guarded. Escapees are free 
to come and go subject to their own desire to cooperate with the refugee 
authorities. 

It is true that at one time prior to the initiation of the escapee program new 
escapees were sometimes imprisoned by local authorities. This practice has 
been long discontinued, however, and it is believed that any escapees who may 
have been confined in recent years were imprisoned for reasons other than their 
illegal entry into Germany. 

AUSTRIA 


Among the principal asylum countries the treatment refugees receive in Austria 
is second only to that accorded them in Germany. Exclusive of the situation 
prevailing during the period of the great influx of Hugarian refugees, at which 
time established reception procedures were overburdened, the following is the 
reception procedure in Austria: 

Esecapees initial contacts in Austria are with the rural gendarmerie in the 
border areas of Burgenland, Styria, Carinthia, and Upper Austria. In most 
instances, they receive sympathetic treatment, and are promptly referred to 
security and alien police for questioning. This questioning appears to be aimed 
at determining whether or not an individual is a bona fide political refugee as 
this has a bearing on his status in Austria in terms of housing, employment 
and welfare benefits. Thus, the motive for escape, the method of escape and 
other related information are well explored. This information is then trans- 
ferred to central police files for further use. 
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Following this process, those found acceptable from a security viewpoint 
are made available to the voluntary agencies and to USEP. Although those 
designated as political refugees are, at least in theory, permitted to work, in 
actual fact few job opportunities are available. 


ITALY 


When an escapee arrives in Italy, he reports to or is apprehended by the local 
police. Normally he is sent to the transit camp at Udine, where he is screened 
by a combined UNHCR /Italian Government commission to determine his eligi- 
bility as a refugee under the mandate of the UNHCR. If eligibility is granted, 
he is transferred to a camp within Italy; if eligibility is refused, he is turned 
over to the Italian police for disposal, including repatriation in some cases. 

Escapees in Italy are not permitted to work in most professions or trades and, 
in the light of the large unemployment problem in that country, are unable in 
most cases to find work in those few occupations open to them. 


GREECE AND TURKEY 


Escapees usually enter Greece across one of the northern borders between 
Greece and Albania, Yugoslavia, or Bulgaria. The border areas are both re- 
stricted and isolated and in most sections difficult to reach. Because of this all 
escapees are usually intercepted at the border or the immediate vicinity. 

The interception is usually made by a unit of the Greek Army. In instances 
where the escapee reaches a border area village, the interception is made by 
civilians or the gendarmerie. 

It is usual for the escapee to be held by the border area unit—i. e., guard pla- 
toon, army station, or gendarmerie—for a few days for an on-the-spot interroga- 
tion to determine if he possesses any information of immediate value. 

The escapee is then turned over to Government security forces for interroga- 
tion and debriefing. This process is carried out with the escapee under con 
finement and may last from a few days to several months. 

A somewhat similar process obtains in Turkey. 

Escapees arriving in Greece and Turkey are subjected to considerably more 
thoroughgoing interrogation than those escaping to Italy, Austria, or Germany. 
Owing to longstanding tensions between Greece and its neighbors to the north 
and the suspicion generated thereby, escapees are closely controlled, not only 
during the period of their reception and debriefing, but throughout their stay in 
Greece. No escapees may be employed, and they are required, with few excep- 
tions, to live in closely guarded assembly centers. Similar if not even more 
stringent conditions exist in Turkey. The United States Escapee Program in 
both of these countries has done much to improve conditions relating to recep- 
tion and detention and has met with considerable success in this effort. Never- 
theless conditions for refugees in Turkey and Greece are not favorable when 
compared with those in Germany and Austria. 

Mr. Furron. The West German Government has been liberal as to 
escapees and refugees, and I compliment it. I want to know whether 
in any of the various recipient countries that sort of treatment is still 
existing as a preliminary to your program. 

Let me ask you one more question. When these escapees join the 
mixed services organiz: ation and receive military training, are they 
advised ahead of time that they could get over under the United States 
services in military service and end up with citizenship in 5 years ¢ 

I know of one case of an escapee having 314 years in military train 
ing and guard duty in West Germany, where that person did not know 
he could h: ave had United States cit izenship i in another vear and a half, 
but served in the mixed services organization under Britain and the 
United States. 

Mr. Dawson. I am not aware that there is a regular operating proce- 
dure for giving him that advice, but I certainly think there should he. 

Mr. Furron. Could the procedure be so ar ranged, either the present 
or the proposed procedure, so that these people can be advised. That 
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the 34% years he put in the military service, mostly for Britain, and 
partly for the United States, while he was in the mixed services organ- 
ization in Germany. As a matter of fact, he holds from Britain and 
the United States the title of lieutenant, and was called a lieutenant 
by our own country. The escapee then finds that this is not military 
service for credit under our United States draft law. 

(The following statement has been submitted by Mr. Dawson for 
inclusion in the record :) 


Throughout the escapee program in Europe and the Near East, voluntary 
agency counselors, whose job it is to interview and advise every escapee regis- 
tered, have been instructed to consider enlistment in the United States Army 
as a prime solution to the resettlement problem of those eligible under the terms 
of the alien enlistment program and to encourage escapees to take advantage 
of it. In addition to careful screening of existing caseloads to locate potential 
enlistees, USEP and the voluntary agencies also consider the possibilities of 
enlistment for each new escapee registered. 

Voluntary agency counselors are fully informed regarding the terms of the 
alien enlistment program and are fully aware of the possibility for escapees to 
become United States citizens under it. 

Escapees hired for employment in the labor-service units of the United States 
Army or the British forces are not under the impression that such employment 
will gain them citizenship in the United States nor do they believe that it con- 
stitutes service in the United States Army. Headquarters United States Army 
Europe has coordinated the activities of the alien enlistment program and the 
Labor Service Division so that every eligible member of the labor-service units 
is encouraged to apply for enlistment and is informed of the possibility of United 
States citizenship. 

Officers of the Labor Service Division, USAREUR, have informed members of 
the units that such service does not contribute toward United States immigration, 
and that it is merely civilian employment with the United States forces. News- 
papers published by some of the units have featured several stories on this sub- 
ject, particularly during the refugee relief program. Discussions have been held 
between USEP officials and the labor-service liaison officer (a Polish ex-colonel), 
resulting in an information campaign designed to encourage emigration activities, 
including enlistment in the United States Army. The National Catholic Welfare 
Conference and the American Fund for Czechoslovak Refugees have assigned 
counselors to cover labor-service units. These counselors advise the labor-service 
personnel about emigration and AEP versus labor-service employment. 

At the Federal Government reception center for non-German refugees, staff 
members of the escapee program interview each new arrival, during which the 
benefits of the alien enlistment program are discussed. Interested escapees are 
helped with their applications and processing. These going to labor-service or- 
ganizations are told that this service will not contribute’ toward their admission 
to the United States, which must be achieved through visa applications, or for 
those eligible, through AEP. 


Chairman Hays of Ohio. Thank you very much. Mr. McCollum, 
on the Hungarian program. It is not that we don’t want to hear you 
on that, but it is contained and has been justified in a separate item. 
If you would just like to file a statement, we might save some more 
time. 


STATEMENT OF ROBERT S. McCOLLUM, DEPUTY ADMINISTRATOR, 
OFFICE OF REFUGEE AND MIGRATION AFFAIRS, DEPARTMENT 
OF STATE 


Mr. McCotium. We will just file the statement. 

Chairman Hays of Ohio. I, personally, am very much interested in 
that program, but, unfortunately, the exigencies of the situation in 
which we find ourselves today is not going to permit all of the people 
to be questioned. 
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Without objection, we will insert your statement in the record at 
this point. 
(The statement referred to is as follows:) 


The Hungarian refugee problem is one of the largest and most dramatic refugee 
problems that the West has had to face. Because of its general political and 
economic implications and its impact upon Austria and other European coun- 
tries of asylum, it has been and is in the interest of the United States, along 
with other freedom-loving countries, to provide necessary financial aid and re- 
settlement services since the problem arose. Even though thousands of these 
refugees have already been resettled, there will still remain large numbers to 
be aided in 1958. For this reason there has been included in 1 request fund re- 
quirements of 3 agencies totaling $10 million to resettle Hungarian refugees in 
1958. These three agencies—the United Nations High Commissioner for Ref- 
ugees, the Intergovernmental Committee for European Migration, and the United 
States Escapee Program—although engaged in related services, have separate 
services that are required in meeting the total refugee problem. 

To direct and coordinate United States refugee interests and activities simi- 
lar to those represented in the Hungarian program, the Office of Refugee and 
Migration Affairs has been established under the Bureau of Security and Con- 
sular Affairs in the Department of State. Through the collection and study of 
refugee information, the Office develops and recommends policy after consulta- 
tion with interested offices of the Department and, in addition to general respon- 
sibility for handling refugee problems, the Office directs and coordinates activities 
of the United States Escapee Program and the United States participation in the 
Intergovernmental Committee for European Migration. 

The total exodus of refugees from Hungary to Austria and to Yugoslavia 
has now reached approximately 193,000 of whom 139,887 have been moved to 
countries of temporary or permanent asylum. Of this number, 32,932 have been 
broucht to the United States, 36.614 have gone to other overseas countries, and 
70.341 to Western European countries. 

Throughout the period of emergency when large numbers fled their homeland, 
Western governments, international organizations, and private agencies provided 
generous contributions and services particularly to the Austrian Government 
which received over 90 percent of the refugees. Through June 30, 1957, the 
United States Governmnt will have provided approximately $45.5 million in 
services, dollars, local currency, and commodities toward the emergency care and 
resettlement costs of the program. Of this amount approximately $32.5 million 
was provided in cash for the purchase of services, transportation, food, ete. The 
funds were used principally through the United States Escanee Program, the In- 
tergovernmental Committee for European Migration, the United Nations High 
Commissioner for Refugees, the League of Red Cross Societies, the International 
Red Cross and voluntary agencies. In addition, various departments of the 
United States Government performed services in connection with the processing, 
transportation and reception of those Hungarian refugees who came to the United 
States. The balance of the cost, amounting to approximately $13 million, was 
provided in the form of commodities of which $10 million worth of wheat was 
transferred to the Austrian Government under Public Law 480 making local cur- 
rency available through proceeds from sales. 

The United States Escanpee Program contributed substantially in meeting the 
emergency in Austria. An experienced USEP staff organized and directed the 
efforts of contract employees brought into Austria to handle the increased work- 
load. USEP helped to equip camp installations, distributed 120,000 amenity kits, 
and provided medical care, bedding, stoves, food, and warm clothing. These 
services were provided by USEP on a strictly emergency basis until the Austrian 
Government, the Red Cross, and other organizations were able to provide con- 
tinning assistance. 

In addition to its normal activities, the Intergovernmental Committee for 
Enronean Mieration organized and assisted in the movement of over 139.887 
Hungarian refugees from Austria between November 1, 1956 and June 14, 1957. 
The Tnited Nations High Commissioner for Refugees issued joint anneals with 
the Secretary General of the United Nations for financial and resettlement assist- 
ance, and provided funds to the Austrian Government and to the League of Red 
Cross Societies for the care and maintenance needs of the refugees, and plaved 
a maior role in organizing the efforts of the free world in behalf of the Hungarian 


refugees. 
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Considering the number of refugees still awaiting resettlement, the present 
rate of exodus from Hungary, and the current rate of resettlement, it is esti- 
mated that approximately 40,000 Hungarian refugees will remain in Europe on 
January 1, 1958 who will require permanent resettlement or some other form 
of assistance. Through the combined efforts of international organizations, 
private voluntary agencies, and individual countries, including the United States, 
it is estimated that this number can be reduced to approximately 12,000 by the 
end of that year. 

The estimated requirements for this program are based on meeting essential 
needs consistent with United States interests in the relief of human suffering 
and in reducing the political and economic tensions resulting from the continued 
presence of large numbers of unassimilated Hungarian refugees. The estimate 
includes $6.9 million for the United States Escapee Program, $1.5 million for the 
Intergovernmental Committee for European Migration, $1 million for the United 
Nations High Commissioner for Refugees, and $600,000 for special assistance to 
the youths among the refugees. 

The amounts requested are over and above the requests for the normal require- 
ments of these programs and above the amounts which will be supplied by other 
governments or private agencies. It is unlikely that these sources of assistance 
combined will do more than partially offset the deficit which the burden of the 
Hungarian refugees will impose upon the economies of Western European 
countries. 

Under the United States Escapee Program an average caseload of approximate- 
ly 27,500 Hungarian escapees is anticipated for the first 6 months of calendar 
year 1958, and an average of approximately 17,000 for the remaining 6 months. 
During this period USEP will provide supplemental feeding and medical care to 
assist refugees to qualify physically for overseas resettlement, assistance in 
documentation, advice in locating opportunities abroad and other services, includ- 
ing payment for costs of transportation and placement in receiving countries as 
required. It is estimated that approximately 20,000 escapees will be moved 
from Austria and other Western European countries to places of resettlement 
overseas by ICEM which will call for an additional United States contribution 
of $1.5 million. Exclusive of projects for youth, the United Nations High Com- 
missioner estimates that approximately $3 million will be required by his office 
for Hungarian refugees. The program which will provide essential local integra- 
tion services for refugees including the aged and incapacitated persons who re- 
main in Austria, includes housing, small loans, counseling, job placement, lan- 
guage and vocational training, and other services which will permit the re- 
fugees to become self-sufficient. Consistent with our normal basis of contribu- 
tion to the UNREF program, it is recommended that the United States con- 
tribute one-third to the total requirement. 

Based on the number of youths who have fled to Austria, it is expected that 
approximately 1,200 unaccompanied youths in 1958 will need continued educa- 
tion, supervision and training to counteract the idleness and frustrations of 
refugee life. Until solutions to their resettlement can be found, these young 
people must be kept occupied and prepared as far as possible to meet the respon- 
sibilities of life in new democratic countries. It is estimated that the cost of such 
assistance through placement in schools and centers will average $500 per 
person. 

It is not possible to predict with certainty the total requirements of assistance 
to Hungarian refugees. The political atmosphere in Hungary could cause 
a greater number of new escapees to seek asylum in the West than we have 
estimated. The ability of the free world countries to absorb the Hungarian 
refugees may prove to be less than has been predicted. The deficit of the Austrian 
Government may not be adequately met through the local currencies which have 
been authorized for this purpose. There may be shifts in the types of services 
required which would affect the dollar requirements. For this reason, the esti- 
mate has been proposed as a single requirement which can be administered 
flexibly to meet changing program needs without sharp limits on the amounts 
to be used for specific purposes. It is possible that $10 million may not meet 
the actual requirements, but it is believed that the United States share in this 
assistance can be held within this amount. In any event, it is believed that the 
$10 million proposed represents the reasonable figure which the United States 
should be prepared to provide in assisting the group whose revolt has provided 
the world with a demonstration of the continued opposition of freemen to the 
restrictions of the Communist system. 
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Chairman Hays of Ohio. Next, I think, because it is a new program, 
we should hear a little bit on the malaria eradication program. Dr. 
Campbell. 

I am perfectly willing to receive a statement on the Battle Act and 
let that go by. There is no one here to question them. Without ob- 


jection, we will include it as part of the record. 
(The statement referred to is as follows :) 


MuTuaAL Security PROGRAM 


MUTUAL DEFENSE ASSISTANCE CONTROL ACT EXPENSES——-TESTIMONY BEFORE HOUSE 
FOREIGN AFFAIRS COMMITTEE 


The purpose of the Mutual Defense Assistance Control Act of 1951 is to in- 
crease the strength of the United States and its allies and to impede the ability 
of the Sino-Soviet bloc to conduct military operation by the maintenance of 
a system of security trade controls prohibiting or limiting the export to the bloc 
of strategic materials which would enhance its warmaking power. The United 
States mutual defense assistance control program, as well as its overall economic 
defense program, is an integral part of the cooperative defense effort of the free 
world. It is administered in a manner designed to preserve free world security. 
Continuing efforts are made to adjust the lists of strategic items to the realities 
of current world conditions and to achieve a more effective control of strategic 
trade by adopting and improving enforcement measures and procedures. 

The administration of the security trade control program is the responsi- 
bility of the executive branch of the Government. The Deputy Director for 
Mutual Defense Assistance Control, under the Director of the International 
Cooperation Administration, serves as the coordinating center for the program. 
The Economic Defense Advisory Committee (EDAC), chaired by the Deputy 
Director for Mutual Defense Assistance Control, is the coordinating machinery 
for the development of the United States position on international security ex- 
port controls. Eleven Government agencies are represented on the EDAC. Their 
participation is financed in part by allocations of funds from the Mutual Defense 
Assistance Control Act appropriation, and in part by funds included in the 
regular agency appropriations. 

The coordinated views of the United States Government on economic defense 
matters are presented by the permanent United States delegate to the Paris 
Consultative Group structure. Within this structure, the strategic trade con- 
trols of 15 participating countries, including the United States, are examined 
and coordinated with the object of establishing and maintaining an agreed inter- 
national system of controls. Multilateral discussions in Paris, as well as bilateral 
negotiations in the capitals of the participating countries, are frequently attended 
by technicians from the various United States Government agencies which 
support the United States delegation with technical advice and data. 

In addition to the above, as relates only to the highly industrialized countries 
in the consultative group structure, there is the added requirement of bilateral 
discussions in all aid-recipient countries to the extent that they are exporters 
of controlled items, or in a position to transship those items to bloc countries. 

The Control Act itself requires that the administrator study the administration 
of export control measures in aid-recipient countries. It has been found to be ad- 
vantageous to bring selected personnel from some of the lesser experienced coun- 
tries to the United States for short periods of indoctrination. 

During fiscal year 1958 there is every reason to believe that existing conditions 
will require the continuation of the program at approximately the same general 
level as in the past. The major factor contributing to the slightly increased 
budget estimate for fiscal year 1958 over fiscal year 1957 is the retirement fund 
contribution of $58.000 required under Public Law 854, 84th Congress. Such 
changes as may result from recent discussions in CHINCOM (part of the consulta- 
tive group structure) will still have to be formally considered in the senior 
committee. It is anticipated that any resultant tightening of control lists will 
in fact necessitate an increase in activities to coordinate the implemenation of 
new approaches by the 15 participating countries. We foresee an increase in 
the number of bilateral and multilateral conference incident to such action. This 
is reflected in a $43,000 increase estimated for travel costs and a relatively firmly 
estimated $4,000 addition to operating expenses made necessary by rising costs. 
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Although the same overall staffing pattern is contemplated, changes in salary 
levels authorized by law plus a smaller anticipated lapse will require an addi- 
tional $20,000. 

These requirements when added to the basie figure of $1,175,000 which, over the 
past few years, has been relatively stabilized, yield a total estimated Control Act 
expense plan of $1,300,000. 


Chairman Hays of Ohio. Is there anyone here to speak for the ad- 
ministrative setup in the State Department ? 

Mr. Frecutiine. Last year the Mutual Security Act was amended 
so as to provide for a continuing authorization of up to $7 million for 
appropriation to the Department of State for expenses connected with 
the policy aspects of the mutual security program. Therefore, we had 
not planned to present testimony at this time. However, a statement 
could be made available. 

Chairman Hays of Ohio. As you wish. It is entirely up to you. I 
don’t want to preclude you. 

Mr. Frecutiine. We will furnish the statement for the record at 
this point. 

(The material referred to is as follows:) 


DEPARTMENT OF STATE, ADMINISTRATIVE EXPENSES, MUTUAL SECURITY PROGRAM 


There is a continuing authorization for the appropriation of not more than $7 
million in any fiscal year for administrative expenses of the Department of State 
relating to the Mutual Security Act. This continuing authority was provided 
in the Mutual Security Act in 1956 by adding the following new subsection in 
section 411: 

“(d) There are authorized to be appropriated to the Department of State such 
amounts, not to exceed $7 million in any fiscal year, as may be necessary from 
time to time for administrative expenses which are incurred for normal func- 
tions of the Department which relate to functions under this Act.” 

The estimated requirements for the fiscal year 1958 under this continuing 
authorization are in the amount of $4,577,600. There follows a statement of the 
functions performed under this authorization. 


Comparative summary of function 


Estimated, | Estimated, 


j 
Actual, 1956 | 
' 


1957 | 1958 
Program policy review | $2, 682, 775 $2, 674, 300 $2, 675, 000 
United States Mission to NATO and European Regional | 
Organizations (USRO), Paris 2, 235, 566 | 1, 901, 800 1, 902, 600 
Total ; ; 4, 918, 341 4, 576, 100 | 4, 577, 600 


Mutual security program policy review 

The Department of State is the agency responsible, under the President, for 
the development and control of foreign policy and all relations with foreign 
governments and is responsible for providing foreign policy guidance to all 
agencies of the Government. In recognition of the fact that the mutual security 
program is a vital and intrinsic part of our foreign policy, the President has 
transferred to the Secretary of State primary responsibility for the coordination 
of the military and nonmilitary aspects of the mutual security program, the 
determination of the value for any country of military assistance administered 
by the Department of Defense, and the administration of the nonmilitary part 
of the mutual security program. These functions have been delegated by the 
Secretary of State to the Director of the International Cooperation Administra- 
tion, and this Administration, including all its offices and agencies, remains 
expressly subject to the direction and control of the Secretary of State. Con- 
sistent with his responsibility in the field of foreign affairs, the Secretary of 
State is responsible for the negotiation and execution of all international agree- 
ments relating to the mutual security program. 
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The chief of a diplomatic mission provides foreign policy direction to all 
representatives of United States agencies in each country and, in addition, has 
supervisory authority over all mutual security programs at the country level, 
being charged with the responsibility of their coordination as well as assuring 
that the program activities are carefully planned and effectively carried out 
within the framework of established policy. 

In addition to his other functions related to the mutual security program, the 
Secretary of State is specifically responsible for the formulation and implemen- 
tation of the policy of the United States in its participation in the United 
Nations Expanded Program of Technical Assistance, the technical cooperation 
program of the Organization of American States, and the assistance programs of 
the Intergovernmental Committee for European Migration, the United Nations 
Refugee Fund, the United Nations Children’s Fund, the United Nations Relief 
and Works Agency for Palestine Refugees and the Near East, and the United 
Nations Korean Reconstruction Agency. The Secretary of State is also respon- 
sible for representing the United States in these organizations and for making 
the United States contributions thereto. In addition, the Secretary of State is 
specifically responsible for the policy direction and operation of the United States 
escapee program. 


United States Mission to NATO and European Regional Organizations (USRO), 
Paris 

The keystone of United States foreign policy in Europe is the North Atlantic 
Treaty. To implement the treaty there have been established the North Atlantic 
Treaty Organization and its subordinate military headquarters. NATO is a going 
organization, with armies, navies, and air forces in being and in operation, 
engaged in constant training and planning for the common defense of the North 
Atlantic area. Backing up the military forces, the NATO nations are engaged 
in steady and coordinated provision and expansion of bases, communications 
networks, ports, transportation and other logistical services, and industrial pro- 
duction facilities. To coordinate these varied defense and defense-supporting 
activities, the North Atlantic Council has created the NATO Civilian Head- 
quarters (with a secretary general and international staff) which is established 
in Paris on a continuous operating basis. 

The United States, in the passage of the Mutual Security Act, has recognized 
the dependence of an effective mutual defense effort upon the vitality of the 
economic structure of the participating nations. The principal body for assuring 
this vitality is the Organization for European Economic Cooperation (OEEC) 
which includes—in addition to the European members of NATO—Austria, Ire- 
land, Sweden and Switzerland. The United States and Canada are “associated 
countries.” Yugoslavia and Spain also participate in certain activities. The 
OEEC in its two operating bodies, the European Payments Union and the 
European Productivity Agency, serves as an instrument for joint consultation 
on and coordination of national economic and financial problems and policies. 

The complementary roles of the NATO and OEEC headquarters in Paris are 
to promote the economic well-being and the collective defense of the nations of 
the North Atlantic area. Each NATO nation has a mission or delegation to 
NATO and to OEEC. The organization which provides the United States mis- 
sion to these two centers of the North Atlantic defense effort is USRO. 

USRO is the United States Mission to the North Atlantic Treaty Organization 
and European Regional Organizations. The chief of the mission is the United 
States permanent representative on the North Atlantic Council. He also serves 
as the United States representative to the Council of the Organization for 
Euronean Economic Cooperation (OEEC). 

The mission is comprised of representatives of the Department of State, 
Department of the Treasury, Department of Defense, International Cooperation 
Administration, and United States Information Agency. The State Department 
element includes the office of the Mission Chief, the Office of Political Affairs, 
and the administrative staff and secretariat for the entire organization. The 
non-American staff for the other elements are also carried on State Department 
rolls and budgeted tu ider this item. 


Chairman Hays of Ohio. We also have a statement here on inter- 
revinnal expenses which can he filed. 
(The statement referred to is as follows :) 


The proposed expenses for fiscal vear 1958, under this heading, total $15.120.000. 
This will provide $3,630,000 for interregional projects and $11,500,000 for inter- 
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regional program expenses. No separate appropriation is requested to cover 
expenses incurred under this heading in view of the fact that funds for this 
purpose are provided for under other mutual security program requests. Under 
the provisions of section 522 (f) this special account is maintained for account- 
ing and control purposes and costs incurred for program activities which relate 
to two or more geographical regions and which apply to more than one appro- 
priation are initially charged to this account, As of the end of each fiscal year 
such expenses are finally charged to applicable appropriations. 

These expenses fall into two broad categories as follows: 

Interregional projects: These are projects affecting more than one geographical 
region or appropriation which are designed to assist in helping on a key problem 
of the less developed countries—the lack of technically trained personnel and in 
supporting other aspects of the technical cooperation and other mutual security 
programs. 

In one way or another each project helps to meet this shortage. ‘Through 
contracts with universities, land-grant colleges and private institutions, technical 
training is provided. Under contracts with similar groups the participants are 
furnished technical publications and technical information lacking in their own 
country. 

Finally, we finance necessary supporting services needed to make the training 
experience successful such as orientation, provision of interpreters, and refresher 
courses in the English language. 

Under a contract arrangement with the State Department, their reception 
centers meet incoming participants at ports of entry, welcome them to the United 
States and see that arrangements are in order for them. The psychological value 
of receiving a warm welcome on arrival is of great importance in developing a 
favorable impression of the United States. 

Rather than immediately plunging the newly arrived foreigner into his techni- 
cal training, he is given a period of orientation at the Washington International 
Center which is operated by the American Council on Education under a contract 
ICA has with the State Department. Here, the program is designed to acquaint 
a foreigner with the main features of the American social, economic and political 
system. 

For those participants who need improvement in their English language ability 
in order to get the most out of their United States experience, additional language 
training is given under a contract with American University. 

Where a team is visiting the United States for a short-term project and their 
English is deficient, interpreters are supplied to accompany the teams. 

One of the major limiting factors of some of the less developed countries is their 
lack of understanding of the process of economic development. To provide partici- 
pants with a background on the steps necessary in preparing plans for economic 
development, Vanderbilt University has developed a very successful training 
course under contract with ICA. 

ICA plans to continue a contract with the Tudor Engineering Co. to assist less 
developed countries by providing the necessary engineering review of economic 
development projects to insure economic and technical soundness. 

Most of the less developed countries do not have available for their technicians 
the technical literature and other technical publications that are essential working 
tools. There is frequently little awareness of recent technical developments 
which would be of invaluable assistance in improving the technical quality of 
their work. Through the interregional fund our technical offices sunply and ship 
limited quantities of essential technical publications. These materials are also 
very useful for inservice training of participating country technicians who have 
not had the benefit of United States training. By making technical materials 
available for training purposes, the quality of the participating government’s 
technical operations can be greatly improved. 

Finally, ICA has arranged contracts with a number of United States profes- 
sional societies under which the societies follow up on former ICA participants 
after they have returned to their homes to keep them in touch with late technical 
information and maintain their ties with the United States. 

While individual projects have and will continue to be terminated when they 
have served their purpose, there will be a need for activities of this kind as long 
as ICA has responsibility for technical assistance activities. 

Interregional program expenses: This category of expense includes expenses of 
personnel in ICA and participating agencies backstopping the furnishing of techni- 
cal assistance to other governments and their nationals. It includes technical 
backstopping for field operations, including the development of technical material 
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for use abroad, technical assistance to field personnel or in respect to field pro- 
posals, and related subprofessional, stenographic, and typing services. 

It includes ICA and participating agency costs related to the planning, schedul- 
ing and training of foreign participants including review of applications, place- 
ment, training, and supervision of trainees, making travel arrangements and 
evaluaton of the results of training activities. 

Also included are cost related to the provision of housekeeping and supporting 
services to United States technicians and contract employees overseas by Embassy 
staffs thus eliminating to the maximum extent possible the necessity to establish 
separate facilities by ICA where such facilities already exist. 

This category of expenses also provides in fiscal vear 1958 for (1) contribu- 
tions to the civil service retirement fund heretofore financed from a government- 
wide appropriation, and (2) provision for the financing on a worldwide basis 
the cost of an improved personnel program including expanded provision for 
employee training, the introduction of a small corps of junior technicians and 
provision for full staffing of key field technical positions. 

The increase of $1,665,000 contemplated in fiscal year 1958 will provide ap- 
proximately (1) $420,000 for contribution to the civil service retirement fund, 
(2) $1 million for the new personnel program, (3) $81,500 for increased costs 
of training for the departments of Commerce and Labor, and (4) $163,500 for 
additional State support costs. 


STATEMENT OF DR. EUGENE P. CAMPBELL, ACTING CHIEF, PUBLIC 
HEALTH DIVISION, ICA 


Dr. CamppeLt. My name is Eugene P. Campbell. I am Acting 
Chief, Public Health Division, International Cooperation Admin- 
istration. 

Chairman Hays of Ohio. If you would care to include your state- 
ment as part of the record, Doctor, and then give us a résuiné of it as 


the others have done. 
Dr. Camppetyt. Yes, sir. I have a statement and I can include it 


in the record. 

Chairman Hays of Ohio. Without objection, it will be included in 
the record at this point. 

(The statement referred to is as follows :) 


Malaria is the world’s greatest health problem, attacking more than 200 million 
persons a year in some 60 countries and territories of the world, and is respon- 
sible for killing more than 2 million people—equivalent to destroying a city the 
size of San Francisco yearly. It is a main cause of chronic anemia, physical 
disability, and mental lethargy, resulting in low productive capacity of labor 
and retarded economic development. 

The United States, through the bilateral programs of the International Co- 
operation Administration and its predecessor organizations, has been engaged 
in an attempt to control and minimize this disease in some areas of the world 
for 14 years. 

Now, for the first time, with the discovery of insecticides such as DDT and 
dieldrin and the perfection in house spraying in malarious areas, the oppor- 
tunity presents itself of eradicating rather than merely controlling this disease. 
The feasibility of eradication has been definitely established by the success of 
the programs to eradicate malaria which have been carried out in the United 
States, Venezuela, Puerto Rico, Italy and other countries. 

As long ago as 1955, a proposal to attack and eradicate the disease on a world- 
wide basis was advanced in the World Health Organization Assembly in Mexico 
City and was subscribed to by all the member nations, including the United States. 

During the last 2 years, however, studies have indicated an increasing resist- 
ance of the malaria-carrying mosquitoes to the new insecticides which means 
that we must move immediately in a major effort if the opportunity is not to be 
lost. Active research is underway by many interested manufacturers to dis- 
cover new and more efficient insecticides, but the results of this research are 
little more than hopes at this time. 

In 1956, a detailed study and analysis of eradication was made by the Inter- 
national Development Advisory Board, utilizing the services of America’s top 
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alariologists. The recommendations contained in their report are in essence 
that the United States Government through the ICA embark on an expanded 
program of malaria eradication over the next 5 years in collaboration with the 
various international organizations already engaged in this activity. 

The International Cooperation Administration has made an intensive and 
extensive study of malaria eradication and finds that it is technically and ad 
ministratively feasible to achieve this goal. A proposal has been developed 
which outlines the salient technical features, points out the legal necessities and 
estimates the funds needed over a 5-year period of United States participation. 

Aside from purely technical considerations, three important conditions must 
be met if success is to be achieved : 

(1) The program must be truly interregional as well as intraregional for the 
malaria-carrying mosquito recognizes no political boundaries. 

Fortunately, the international organizations such as the World Health Organ- 
ization and the Pan American Sanitary Organization have effective collabora- 
tion with governments in areas where ICA programs do not exist. 

(2) The program once begun must be carried through to its completion 
Eradication is an “all or nothing” matter. 

(3) The program will succeed only through a major concentrated effort 
within the minimum time limit in which the United States joins its resources 
and technical competence with other nations and international organizations in 
a carefully coordinated single and, at the same time, joint attack on this scourge. 

This program has been developed with the collaboration and consultation of 
the Public Health Service and the Department of Defense, and we should like 
to offer statements from each of these sources to be introduced in the record. 

For practical purposes, the 5-year target for malaria eradication is sound and, 
on the basis of our best estimates, the total cost—excluding Africa south of the 
Sahara and 1 or 2 other inaccessible places—will be $515 million over a 5-year 
period. 

It is anticipated that the governments of the malarious countries will spend 
the equivalent of approximately $364 million from their own resources. 

The World Health Organization, the United Nations Children’s Fund and the 
Pan American Sanitary Organization, will be able to spend approximately 
$42 million. 

We have proposed that the United States be prepared to provide the balance 
of up to $108 million which will be required to do the job and which must be 
forthcoming from other than the above-listed sources. 

For fiscal year 1958, the first vear of the 5-year program, we are requesting 
$23.3 million for malaria eradication purposes including the conversion of 
present control programs to eradication, the institution of several new bilateral 
programs, and appropriate contributions to the eradication activities of the 
international organizations, WHO and PASO. 

The specific amounts to be requested in future years will depend in each 
instance on annual assessments of accomplishment to date. It should be noted 
at this point that malaria eradication is more costly in the short run than 
malaria-control programs which have averaged something over $10 million 
annually for the last several vears. In the long run, however, the advantages 
of eradication from a financial point of view are obvious when compared with 
the indefinitely continuing cost of control, 

This is a completely unique moment in the history of man’s attack on one 
of his oldest and most powerful disease enemies. Failure to proceed ener 
getically might postpone malaria eradication indefinitely. A strong push now 
would undoubtedly be an excellent investment for all coneerned, including the 
United States. 

We, therefore, are requesting in the Mutual Security Act for fiscal year 1958 
the authority to utilize funds available in the act in such amounts and through 
such means as may be required to move forward energetically with this program 
in fiscal year 1958, 

With me is Dr. Louis L. Williams, a retired Public Health Service Officer, 
who is well known in the international field of malariology and especially for 
his work toward eradicating malaria in the United States. Dr. Williams has a 
short statement for insertion in the record, and we will attempt to answer any 
questions about the program you may have. 


Dr. Campsett. I could give you a short statement, if it is acceptable. 
Malaria, of course, is still the most important single cause of illness 
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and death in the world. Asa matter of fact, it causes some 200,000,000 
cases of malaria each year and at the present time is the cause of more 
than 2 million deaths each year. It is equivalent to destroying a city 
the size of San Francisco every year. 

Our agency, the ICA, and its predecessor agencies, have been 
engaged in malaria-control activities for about 14 years in bilateral 
programs around the world. These programs have been all beamed 
at a control type of activity. 

During the past few years, and culminating in the WHO assembly 
in 1955 held in Mexico, the idea of eradicating this disease became . 
practical idea and was accepted by all member nations. All of the 8 
member nations of the WHO, accepted this idea in principle as being 
one that was feasible and practical, something we ought to get on w ith. 

Since May of 1955, many of the nations throughout the world that 
have malaria have been starting tooling up and gearing themselves to 
getting into the business of really eradicating the disease in their 
borders. 

During 1956, ICA has made an intensive study of this problem 
throughout the world. The International Development Advisory 
Board made a recommendation to us concerning malaria eradication, 
and we in turn made a study of the feasibility administratively and 
financially of carrying on such an activity in the ICA. 

We have found that this project is feasible financially and admin- 
istratively within our own organization, considering our bilateral] pro- 
grams, 20 bilateral programs around the world, and our characteristic 
ability to collaborate with other organizations such as WHO, 
UNICEF, and so on. 

We are faced at this point with a rather practical matter that really 
places some urgency on this project. We have noted in the past few 
years that some mosquitoes have become resistant to the ordinary in- 
secticides which we are using to control malaria. This matter of 
resistance is increasing. We feel that, although the anopheline mos- 
quito has not shown the same degree of resistance that flies and other 
insects have to these insecticides, we know it is growing. We know 
that we must get on with this business and get rid of them before we 
run afoul of some difficulty. However, we have reasons to believe that 
our development of new insecticides and other methods are sufficient 
for our particular plan. 

In brief, the plan that we propose is one of 5 years. We feel that 
in order to accomplish the results, accomplish er: adication around the 
world, that the United States will have to participate during a period 
of approximately 5 years. We have estimated that the total cost of 
eradicating malaria would be in the order of m: agnitude of $515 mil- 
lion. Of that amount of money, the host countries—that is, the coun- 
tries with malaria: Brazil, Indonesia, Iraq, and so forth—will be ap- 
propriating approximately $364 million. That is based on the appro- 
priations that the -y are already making, that we know they are going 
to be making next year because of examining their own proposals in 
their own congresses, and so on. 

We know the multilateral agencies, such as WHO, UNICEF, will 
make during this 5-year period again approximately a contribution of 
$42 million. 

There is a short fall in this of about $108 million as we go around 
the world and add up all the possibilities. This short fall of approxi- 
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mi ate ‘ly $108 million is such that we feel that if during a 5-year period 

» appropriate $23.3 million for fiscal year 1958, that on the basis 

of annual assessments of our requirements and the needs as they keep 

rolling in on this project, we can visualize that we might have to put 

in—or it might be necessary in order to reach this objective—to put 
in as much as $108 million over a 5-year period. 

This $23.3 million that we are proposing for the coming year, fiscal 


» 


1958, is divided up into 3 parts, as you can see in the complete 
description. 

However, in short, one part is to convert control programs that we 
have, bilateral programs of control to eradication programs. A sec- 
ond part is to support the ongoing programs of a bilateral nature, of 
which we have 20. Many of them already are operating on an eradi- 
cation basis in the sense of the country’s interest in this particular 
activity. 

The third part would be grants to the multilateral programs like 
WHO, and so forth. 

I have some charts here. This chart will give you a little bit of 
an idea, the dark-colored part, where malaria exists at the present 
time. It is a very widespread disease. It has caused us no end of 
trouble in this country. 

I have with me Dr. Louis Williams, who is a retired Public Health 
officer and has worked in eradicating work in the United States. He 
was probably mainly responsible in this country from the period 1942 
through 1946 for the eradication of malaria. 

I have a short statement of his which I would like to include in the 
record, if possible. 

Chairman Hays of Ohio. Without objection, Dr. Williams’ state- 
ment can be included in the record at this point, if you would like 
it. 

Dr. Camppbe.y. If it could be included after my statement. 

Chairman Hays of Ohio. It will be included at the conclusion of 
Dr. C ampbell’ s statement. 

Dr. Camppe... This gives a little bit of an idea of the overall mat- 
ter of malaria. This is the world population, the population in the 
countries that have malaria, and approximately the number of cases 
each year. We are often asked to explain just what this eradication 
business means in terms of control. We tried to put it in chart 
form to bring the point out clearly. We have been controlling malaria 
for years at this approximate rate per capita around the world. It 
varies from one place to another, but in general, it costs about this 
much to carry on a control program, which we would carry on and on 
and on. 

By going into eradication, our costs will increase over a period of 
approximately 5 years. At the end of that time we will have ac- 
complished more than control and eradication, and will reach a point 
at which a type of surveillance, the normal activities of health depart- 
ments around the world can really take care of it in the same way 
we have done in the United States. So, after that period, you see 
what comes in terms of savings. 

I think Dr. Williams can explain what that has meant to us eco- 
nomically in this country. There are many other countries that are 
beginning to already realize the economic advantages of eradication. 


92522—57—pt. 6 9 
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This chart merely points out the fact that this project must be an 
interregional and an intraregional project. It is going to require 
considerable collaboration and coordination with other agencies. We 
have these mechanisms set up. It is merely a matter of getting them 
really into operation. 

Chairman Hays of Ohio. I think the first question that would occur 
to almost anyone is: Do you really believe you can do this job? 

Dr. Campse... Yes, sir. 

Chairman Hays of Ohio. What are you going to do, kill all the 
mosquitoes in the world? I am for that, if you can do that. There 
are some out at Falls Church you can work on. 

Dr. Campset.. That is right. But the disease, of course, has a very 
complicated life history. What we are doing is eradicating the dis- 
ease, not the mosquitoes. We will have mosquitoes of some kinds after 
we have eliminated the disease. 

We know that the weakest link in the chain of infection from hu- 
man to mosquitoes and back again is in this process that we have 
discovered, use of the insecticide, spraying in the houses, and we have 
seen many new areas beyond the United States where we have elimi- 
nated the disease. 

Mr. Cutrerrreitp. Mr. Chairman, Doctor, I think you are doing a 
fine job. In what countries have you been most successful with this 
progr: am of eradication ? 

Dr. Camrse.t. The United States is the principal one. 

Mr. Curperrtetp. Outside of the United States? How about South 
and Central America ? 

Dr. Camppett. There are some areas in South America. The 
Dominican Republic; Venezuela has been very successful in practi- 
cally eliminating it. Chile has eradicated malaria. Argentina 
nearly. 

Mr. Cutrerrietp. How about the Central American countries? 

Dr. Campsett. They have programs. They are moving on very 
well. 

I have participated in many of those programs in Central America 
during my years in the field, and I have seen striking results. 

Chairman Hays of Ohio. Iam very ignorant of the whole business 
about malaria. Is the only way it can be transmitted by these insects ? 

Dr. CamppBE... Yes, sir. Btatarta is transmitted from human to 
human by a mosquito, a special type of mosquito called the anopheline 
species. 

Chairman Hays of Ohio. It can’t be transmitted any other way 

Dr. Camppe.nt. No, sir. I should say it is sometimes accident: ally 
transmitted in transfusions, and things of that sort. But in nature 
there is only one way to transmit malaria 

Chairman Hays of Ohio. Dr. Judd. 

Mr. Jupp. Naturally, I am interested in this program because the 


closest call I ever had in my life. including with the Communists. 


Japanese, and the rest, was with malaria. 

| think this 1 Is one of the most imaginative and finest proposals ever 
presented tous. The single oreatest economic burden in the world is 
malaria, that is, the burden, ignoring the 2 million it kills, represented 
by the 200 million people who can’t work half the year because of 
malaria, Not only can they contribute nothing, but ‘they are a load 
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upon their families. They sit around and haven’t the initiative or the 
strength to work. They consume without producing. 

The biggest drag on some of the so-called backward countries 
through the 5 ars, or a chief reason they are backward, is malaria. 
There is een that could do so much to m: ake possible t the things we 
want to do as to have people with less malaria and more vigor. The 
effort has to be made in a few years, because if we don’t really drive it 
through to elimination of the disease, the malaria mosquitoes, the 
anophelines, will become immune to these drugs, and then unless we 
make some new discoveries, we can spray it on in vain. They will lap 
it up. If we are going to do this at all, we have to set our minds to go 
through with it in 5 years and knock the disease out. If we just piddle 
along at it, we will have a harder problem when we get through than 
now, because we will have immune mosquitoes. 

I hope that emphasis will be placed on this point. There is no use of 
doing the first year unless we are prepared to do the 2d, 3d, 4th, and 5th. 
Once the parasites are eliminated, they are gone. All we have to do is 
keep the mosquitoes away from the malarial patients. If they can’t 
bite him, they can’t get it and can’t transmit it to anyone else. 

Dr. Williams, I want to say on the record, is one of the great 
patriarchs in the public health field all around the world. Not only 
malaria; he is kind of ideological grandfather of the World Health 
Organization and various other movements. Hle is one of the great 
public health men of all the generations. He is one of these humble 
public servants who does more than all of the rest of us who make 
much more noise. 

Iam happy to see you here Doctor, and to make this public statement 
in commendation of your life of dedicated x : vice to humanity. 

Dr. WituiaMs. That is very kind of you, Dr. Judd. 

Chairman Hays of Ohio. Are there a pit questions? Thank 
you — much, gentlemen. 

Dr. Camppeti. [ have a statement here by the Public Health Service, 
and a short statement by the Department of Defense. If there is no 
objection, I would like to have those inserted in the record at this point. 

Chairman Hays of Ohio. It will be included in the record. 

(The statements referred to are as follows:) 


STATEMENT OF Louis L. WILLIAMS, PusBLIC HEALTH SERVICE OFFICER ( RETIRED) 


The campaign for the worldwide eradication of malaria is well underway in 
some areas and is yet to be initiated in others. Of the eighty-odd countries and 
territories afflicted with malaria about one-third are in the early planning stages, 
a third have actually started their campaigns and a third are experiencing some 
results from their efforts. Our help in giving an impulse to this great effort is of 
utmost importance. 

Science has developed the new insecticides, equipment and drugs that make 
this campaign possi! e and it will be successful provided it does not falter. Vigor- 
ous action now can determine the future success of the most important public 
health campaign ever launched. 

The eradication of malaria is accomplished primarily by killing infected or 
potentially infected anopheline mosquitoes and, secondarily, by the administration 
of antimalaria drugs to destroy the parasite in persons infected with the disease. 

Insecticides such as DDT or dieldrin are sprayed on the inside walls of all 
houses in malarious areas 1 or 2 times a year. This leaves a poisonous layer on 
the favorite roosting place. This poison is absorbed through the feet of the 
insect which soon thereafter dies. This halts transmission of malaria, and, if 
continued for 3 years, the infection dies out of the population 
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Speed is essential for mosquitoes in some areas have developed resistance 
to some insecticides and this resistance may spread with an alarming 
acceleration. 

In Greece the principal malaria carrier is highly resistant, precluding further 
effective control with the economic insecticides. More expensive insecticides 
with more frequent applications must be used thereby increasing overall costs. 

If countries are to eradicate malaria economically and effectively they must 
act immediately before insecticide resistance becomes general throughout 
malarious regions of the world. 

Time is of the essence and the golden moment may be lost unless assistance 
is provided. These countries depend upon the United States Government, the 
World Health Organization, the United Nations Children’s Fund and the Pan 
American Sanitary Bureau to provide this help which is so urgently needed. 

Only in tropical Africa and certain isolated areas of the world is malaria 
eradication believed to be uneconomic at this time. Administrative difficulties, 
inaccessibility caused by geographic obstacles, shortage of trained personnel 
and peculiar problems encountered in the control of the local mosquito vectors 
indicate that eradication programs in these places should be postponed while 
additional studies are made. 

This, however, should not affect the programs in other countries because 
tropical Africa is fairly well isolated from the rest of the malarious areas of 
the world. We can direct our fuller attention to Africa as the problems diminish 
elsewhere. 

Although our knowledge of malaria and its eradication is comprehensive, 
there are still unanswered problems which will require intensified research 
both in the United States and abroad. How to cope with the resistance problem 
is one example of this. Another is more effective use of antimalarial drugs in 
areas where such drugs are required to complete eradication projects. Also, 
how can drugs be used most effectively to shorten an eradication campaign? 

In the active eradication campaigns already underway and in the nearly 
equal number of control programs in 1956, the governments spent over $44 
million of their own funds. India has given malaria protection to 125 million 
people, thanks to the help of the United States in supplying otherwise unavailable 
commodities. 

A distinguished Indian malariologist stated : 

“No service establishes contact with every individual home at least twice a 
year as the DDT service does unless it be the collector of taxes.” 

Indonesia is ranidly expanding its antimalaria program and Mexico is in 
the midst of an all-out nationwide campaign which will soon make that nation 
entirely free of malaria. Venezuela has eradicated the disease from most of its 
populous area and eradication campaigns are underway in almost all other 
countries of the Americas. 

Thailand and the Philippines are endeavoring to attain eradication and will 
do so if our assistance is available. These are but a few of the many countries 
that are earnestly endeavoring to eliminate one of their heaviest burdens 
malaria. 

It is urgent that every assistance possible he given to this program, We have 
already given material assistance and, by increasing it, now have the opportunity 
to make one of the most dramatic public health programs in the history of the 
world a reality. 


STATEMENT OF THE Purtic HEALTH SERVICE. DEPARTMENT OF HEALTH, EDUCATION, 
AND WELFARE, ON MALARIA ERADICATION 


Ever since the first European settlers arrived in America 350 years ago, the 
devastating effect of malaria has left its tragic toll of human suffering and 
economic loss upon the United States. This mosquito-borne disease takes its 
toll through high medical costs, low labor efficiency, high absentee rate, low 
rate of capital investment, neglect of natural resources, and low learning 
capacity. 

It is difficult to put a dollar cost on these detrimental effects of malaria, 
but as late as the 1930’s a conservative estimate of the annual direct cost of 
malaria within the United States was $500 million. Although malaria is 
eliminated from the United States, we Americans still are paying for the 
continued prevalence of the disease overseas. American servicemen, businessmen, 
and tourists contract malaria overseas. Some die from it. It has been estimated 
that our imports of badly needed raw materials from these countries cost an 
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additional one-third billion dollars per annum because of higher production 
costs due to malaria. This disease can be eradicated from most areas of the 
world within a few years as it has been from our country. 

In 1944 it was first considered possible to eradicate malaria from the United 
States. Malaria control experts had a new tool in the form of DDT which 
permitted the destruction of malaria-infected mosquitoes. Intensive activity by 
the Federal and State Governments quickly reduced the malaria rate and by 
1951 the Public Health Service was able to withdraw from active participation 
in the domestic program. 

Malaria surveillance and prevention programs by the States themselves con- 
tinued the work with the result that malaria is for all practical purposes elimi- 
nated from our country. 

This pattern is now being followed in most countries of the world under the 
capable leadership of the World Health Organization with the technical and 
financial assistance of more fortunate countries such as the United States. 
Only by increased United States support, as proposed by the International 
Cooperation Administration, for the bilateral and multilateral programs can 
this ambitious international program succeed. 

The International Cooperation Administration malaria eradication program 
will permit untold millions of persons throughout the world to experience free- 
dom from what is still the world’s leading cause of illness and death. The Public 
Health Service is indeed happy to endorse the malaria eradication plan pro- 
posed by the International Cooperation Administration and will support it in 
every way possible. 


STATEMENT OF THE ASSISTANT SECRETARY OF DEFENSE (HEALTH AND MEDICAL), 
DEPARTMENT OF DEFENSE, ON MALARIA ERADICATION 


The miiltary forces, in establishing and operating in malarious and potentially 
malarious areas, are required to carry on expensive and time-consuming malaria 
eontrol activities with funds and personnel originally procured for operational 
responsibilities as occurred in the South Pacific operations of World War II. 

Or perhaps even greater importance is the potential threat of the loss of 
critical military forces from disease due to the failure of national control meas- 
ures within a malarious area, or due to local conditions beyond our control. 
American troops are experiencing the occurrence of cases of malaria in the Med- 
iterranean urea and the Middle East in spite of local control programs. 

The military forces depend on native labor for support. If the available 
manpower pool is rendered ineffectvie and unreliable because of the drain due to 
malaria, the economy of the forces is seriously affected. 


Chairman Hays of Ohio. The committee will stand adjourned until 
2:30 o’clock this afternoon. 

(Whereupon, at 1 p. m., the committee recessed to reconvene at 2: 30 
p.m. ) 

(The following material has been submitted by ICA for inclusion 
in the record :) 


MALARIA ERADICATION PROGRAM (NONREGIONAL) 


I. SUMMARY 


The program in brief—The following is a proposal that the United States 
Government through the International Cooperation Administrtation, participate 
in a 5-year worldwide program to eradicate malaria in collaboration with the 
nations of the free world and the World Health Organization, the Pan American 
Sanitary Organization and the United Nations Children’s Fund. 

Economic aspects—Malaria is one of the greatest deterrents to economic 
progress, being responsible for low labor efficiency, high absentee rates, low rate 
of capital investment, low learning capacity and neglect of natural resources. 

The conversion of present malaria control programs to malaria eradication 
will increase the per capita costs during a 5-year period, but the savings after 
this period will more than pay for the increase by making continued control 
expenditures unnecessary. 

Technical feasibility—The technical practicality of malaria eradication is 
attested to by the Public Health Division of ICA, the United States Public 
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Health Service, the International Development Advisory Board, the World 
Health Organization, the Pan American Sanitary Organization and the United 
Nations Children’s Fund. Furthermore, unless this unique opportunity is ex- 
ploited without delay it may be lost due to development by mosquitoes of resist- 
ance to the insecticides that now make eradication technically and economically 
possible. 

Political value.—Antimalaria work has repeatedly proven to be one of the most 
highly welcomed and appreciated activities by the large numbers of people 
benefited. This program would be certain to win tremendous numbers of friends 
for the United States at all levels. 

Program participation—The actual participation of more than 60 free nations 
to date and the declared intentions of most nations at the 1955 World Health 
Assembly meeting justifies the anticipation that other countries will participate 
in the funding of this program on a basis of 3 to 1 or better in the next 5 years. 
(See table 2, p. 1089.) 

Summary of program 
I ee (*) 
I oe ie, 


1Included in appropriate individual country and regional programs reflected elsewhere 
in this presentation. 


ne mcccesmnemmewaawetevieonie 719, 400 


2Excludes $3.9 million included in individual country programs justified elsewhere in 
this presentation. 


Detail of program 


[Dollars in millions] 


Bilateral programs: Fiscal year 
es ee Pa cc Lh aan ts 5.0 
NN 8h I rae wen 3.0 
Undistributed by country: 

reeminunen ute ewe AMO. ec Baste wack a 
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Contributions to multilateral organizations: 


Den pees Coememimntion. (W800) . 2 eee eee eee 5. 0 
Pan American Sanitary Organization (PASO) -------------_------_-_ 2.0 
nN ed ae A ei ce ie RS ee 7.0 
a sacs cine sri. eg ts ooo 


1 Excludes $3.9 million included in individual country programs justified elsewhere in 
this presentation. 


Il. NEED FOR THE PROGRAM 


Malaria—Its widespread distribution and incidence 


Malaria is the world’s greatest health problem, attacking some 200 million 
persons in 1955 in 135 countries and territories of the world and directly killing 
some 2 million people. More important than its relatively low death rate, malaria 
tends to cause chronic anemia, physical disability, and mental lethargy. 

Malaria is primarily, but not exclusively, a rural disease occurring thronghout 
the tropical and subtropical areas of the world with varying intensity. Exclud- 
ing tropical Africa (except Liberia and Ethiopia) 618 million people in 60 coun- 
tries of the free world are presently living in malaria-infested areas. 

Malaria is an acute parasitic disease spread by certain species of mosquitos and 
characterized by intermittent episodes of incapacitating chills and fever due to 
the simultaneous rupture of large numbers of red blood cells. Untreated, the 
initial attack will burn itself out in a few weeks, but may leave a nest of para- 
sites in the body, giving rise to recurrent acute attacks over a period of years. 
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Except among primitive peoples subjected to repeated infections from birth, no 
substantial immunity is produced. Consequently, over the years, there may be 
a piling up of new infections upon old, producing progressive anemia and dis- 
ability. 

Significant characteristics of the disease, therefore, are (1) that it is easily 
spread from infected persons to large numbers of others by the bite of particular 
types of mosquito, (2) that it has an incapacitating acute phase sometimes spread 
over a period of weeks, and (3) that it produces progressive anemia and debility 
through recurrences and reinfection. 

The economic significance of malaria.—Malaria has an adverse effect on indus- 
try, agriculture, education, economic development, private investment and, in 
deed, on almost every type of human activity. No aspect of the economic and 
social life of a malarious community is immune to the effects of this disease. 
It is a major cause of high medical costs, low labor efficiency, low learning ca- 
pacity, high absentee rate, low rate of capital investment, neglect of natural re- 
sources. For example, the Creole Petroleum Corp. in Venezuela estimates that 
the cost to the company in the period 1940-46 from malaria in a camp employing 
1,400 was over $400,000 a year. In 1947, a DDT-spraying program costing approx- 
imately $50,000 a year was started and within 2 years malaria virtually disap- 
peared, at a net saving of $350,000 a year. 

Prior to malaria eradication in the United States in 1946, it was conserva- 
tively estimated that this disease cost the United States economy $500 million 
a year. We have now been free from the economic drain for a decade, result- 
ing in a saving of some $5 billion. However, malaria is still costly to the United 
States and other nonmalarious countries. For example, the United States draws 
60 percent of its imports from, and sends 40 percent of its exports to, countries 
where malaria is prevalent. Malaria control among laborers who produce the 
goods purchased by the United States requires on the average at least 5 percent 
of the annual production budgets. This constitutes a hidden malaria tax of 
more than one-third billion dollars paid annually by the United States on its 
imports. The total value of the business lost to American exporters because 
of the poverty directly due to malaria is certainly huge. 

Antimalarial progress to date.—There is evidence of the existence of malaria 
since earliest recorded history, and it is very possible that this was a major 
cause in the obliteration of such civilizations as the Mayan (Yucatan) and that 
of Angkor Watthom (Cambodia). Similarly, there is substantial evidence that 
malaria was an outstanding factor in the fall of ancient Greek and Roman civili- 
zations. It was one of the principal reasons for the failure of the French attempt 
to build a canal across Panama; it immobilized whole armies in Macedonia in 
World War I: and it reduced the fighting forces in New Guinea for a few 
months early in World War II to 10 percent of their strength. 

With the discovery, 1897-98, of the role of the anopheline mosquito as an 
essential link in the transmission of malaria, a way was opened to control the 
disease. This was at first based on (1) preventing the adult mosquito from 
biting man, and (2) interrupting the growth of the mosquito by eliminating, 
modifying, or poisoning its breeding waters. Through these means, malaria 
was eradicated in the more temperate areas of the United States and northern 
Europe, and brought under partial control in the south of the United States, 
in Italy, and in many localized areas. Although these measures were applied in- 
tensively, malaria remained an important cause of illness and disability even 
in the United States and northern Europe up until World War II. 

During World War II, it was discovered that the chemical dichlordiphenyl 
trichlorethane (DDT) possesses a remarkable ability to kill insects on short 
contact, and that when sprayed on surfaces such as walls, the killing power of 
its residue is often sustained for many months. 

The discovery of this highly potent, relatively inexpensive, and easily handled 
insecticide, and other closely related compounds, opened a new era in malaria 
control. These toxicants have been the chief agents in the eradication and mass 
control of malaria over a rapidly widening area. Indeed, it is now possible to 
eradicate the disease from entire continents, 
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Control versus eradication—DDT residual spraying is a simplified and highly 
effective method of dealing with malaria and it makes feasible the extension of 
control to the point of eradication. 

From the technical standpoint, control involves the reduction of the number 
of cases in an area to a point at which they no longer create a severe health prob- 
lem. But ordinary control permits the disease to persist within the area, nec- 
essitating continuous activity and expenditures and allowing the chance of oc- 
casional sharp epidemics. There is usually only partial and spotty coverage and 
there is no foreseeable end to control activity. 

In 1955 the governments of 58 countries appropriated funds for malaria con- 
trol activities totaling $41 million. Plans called for increases in appropriations 
to $44 million in 1956, attesting to the concern with which these countries, for 
the most part the poorer underdeveloped countries least able to afford such an 
economic drain, view this problem. The United States has been active in ma- 
laria control demonstration operations and training for as long as 14 years in 
the case of some Latin American countries. The ICA in fiscal year 1956 assisted 
malaria control activities in 21 countries. The assistance takes the form of 
provision of various types of experts, training of nationals in their own country 
or in the United States, surveys, and necessary materials and equipment. The 
total amount budgeted by ICA for fiscal year 1956 was approximately $12 million ; 
it is estimated that $8.7 million will be obligated in fiscal year 1957. 

In spite of these efforts and those of international organizations (the World 
Health Organization (WHO), the United Nations Children’s Fund (UNICEF), 
the Pan American Sanitary Organization (PASO) and the United Nations Tech- 
nical Assistance Fund (UNTA) ), there are still 289 million people living in ma- 
larious areas of the free world (other than central Africa) who will not be 
receiving protection. 

Malaria eradication, as opposed to control, means the planned progressive 
elimination of the disease. For the first time, this has become possible through 
the use of DDT and other new insecticides. Sprayed once or twice a year on 
surfaces where malaria-carrying mosquitoes rest before and after feeding thes« 
insecticides will destroy the infected insects and completely stop malaria trans- 
mission. When transmission has been prevented for 3 consecutive years in a 
country, most of the malaria parasites will die off or be killed by therapy, and 
so few will be left in the blood of the people that the disease can no longer 
maintain itself. Generally, it takes 4 years of spraying and 4 years of surveil- 
lance to make sure that transmission has not occurred in 3 consecutive years in 
an area. After that, normal health department activities can be depended upon 
to deal with occasional introduced cases just as they now remain on guard against 
smallpox, cholera, and other diseases formerly so common. Therefore, to eradi- 
cate malaria there must be an attack so effective that no mosquito transmission 
occurs for 3 consecutive years. This has been proved to be possible in many 
areas. For example, malaria is being eradicated in large parts of the Philippines, 
Thailand, Formosa, Ceylon, Greece, India, and in many Latin American coun- 
tries. Nationwide eradication has been almost completely accomplished in the 
United States, Puerto Rico, Chile, British and French Guinea, Mauritius, Cypress, 
Italy and Venezuela. 

Recent annual average costs of malaria control by residual spraying measures, 
estimated by WHO as per capita of those protected, have been as follows: 


Coat, 
United Statea 
Region : currency 

I i iin ee ae I a a Ce a aaa 
Ne ct pies NUNS RIN alc gh ai Sah a site ctad ase 
mastern Mediterranean......_.............. EE Eee ee, 
Southeast Asian___-_____ SS sells ietecs ease , iar sie sialdaaiatinaiaep: Re EC 
Western Pacific_____~- ee ay oe EL TE Me 
I i 2a i asso ketene neince atalino Se ns as +) 


To these figures, 10 percent should be added for increased costs of total eradica- 
tion. It should also be noted that surveillance costs, during the last phase of 
an eradication project, are less than the costs during the residual spraying phase. 

Before DDT, rural malaria control cost over 75 cents per capita per year. The 
expensive control did not eradicate but merely reduced the numbers of cases to 
bearable levels. Therefore, most underdeveloped countries could not afford 
widespread malaria control and none could plan for eradication. Now, despite 
increased labor and other costs, the use of DDT and related poisons requires only 
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about 25 cents per capita per year to eradicate malaria completely. The economy 
of a project of 4 years of residual spraying plus 4 years of surveillance as con- 
trasted with old methods of control is obvious. 

Today with these new insecticides the choice, as pointed out earlier, is between 
control and eradication. Eradication involves heavier initial expense than does 
control. But control not only has no foreseeable end; it also introduces the risk 
of mosquito resistance, the development of which would force a return to prewar 
methods that are too expensive for underdeveloped nations to use in their exten- 
sive rural areas. 

Urgency of undertaking program.—Eradication is economically practicable 
today only because of the remarkable effectiveness of DDT and related poisons 
such as dieldrin. This dependency on the chlorinated hydrocarbons introduces 
a note of relative urgency because the mosquito carriers of malaria are beginning 
to develop resistance to these insecticides in some areas. Of the more than 50 
species that transmit malaria, seven now show such resistance in some parts of 
their range and others will undoubtedly develop resistance within a year. DDT 
resistance has appeared after 6 or 7 years of continuous exposure and dieldrin 
resistance has now appeared in 1 case after only 18 months’ exposure. In nu- 
merous cases no resistance has appeared in 11 years of exposure. But if coun- 
tries, due to lack of funds, have to proceed slowly, resistance is almost certain 
to appear and eradication may become economically impossible unless substitute 
insecticides are found. Time is of the essence. 

This is a unique moment in the history of man’s attack on one of his oldest and 
most powerful disease enemies. Failure to proceed energetically might postpone 
malaria eradication indefinitely. A strong financial push now would undoubtedly 
be an excellent investment for all concerned, including the United States itself. 


Ill. THE PROGRAM 


The five-year concept.—In 1955, the World Health Assembly unanimously 
adopted a resolution giving top priority to the support of malaria eradication. 
More than 60 free-world nations have malaria within their borders. Although 
nearly all of these nations have embarked on eradication programs, they are, 
for the most part, not economically able to wage an effective war against this 
ancient enemy. 

Since the World Health Assembly action in 1955, pressure and enthusiasm in 
the underdeveloped countries has continued to mount. This pressure has re- 
flected itself in the increased antimalaria activities of the international organi- 
zations, notably the WHO, UNICEF and the PASO. 

However, it is clear that in order for this great goal to be realized, the United 
States must spark an all-out effort, utilizing all available resources, national 
and international. The proposed program provides for such an effort and, if 
adequately supported and energetically prosecuted by all elements, should result 
in the eradication of this dread disease in many areas within 5 years’ time. 

For practical purposes, the 5-year target appears sound providing it is under- 
stood that there will be a tooling-up period followed by a peak of activity and 
then a tapering off into surveillance. This may require less than 5 years in 
some areas and more than 5 years in others. For example, eradication will be 
accomplished most readily in the Western Hemisphere and more slowly in the 
Eastern Hemisphere. Eradication programs in a few countries may require 
United States support beyond the 5-year period. However, maximum partici- 
pation by the United States will be concentrated in the period from fiscal year 
1958 through fiscal year 1962. 

In a very rough way, the program might be conceived as first bringing about 
a series of islands of eradication, the borders of which are gradually pushed back 
and enlarged until they come together and give full protection. These islands of 
eradication will at first be more numerous in the Western Hemisphere because 
the United States is the largest land mass where eradication has been achieved. 

Achievement of eradication within the time limit will require maximum sup- 
port from national and from international sources. It is neither necessary nor 
possible for any one or even two of the above sources to supply all the resources— 
technical, financial and otherwise—to carry out the program. Eradication will 
be achieved through the implementation of a carefully programed and carefully 
coordinated single plan for each country involving maximum contributions from 
bilateral and multilateral sources. Specifically, as seen in table 2, the 5-year 
program will require $515.2 million from all sources; $364.8 million (including 
Public Law 480 local currencies) to be supplied by the beneficiary governments; 


, 
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$108 million to come from the United States through bilateral programs and in 
the form of grants to the international organizations; and the remaining $42 
million from WHO, PASO and UNICEF. 

The fiscal year 1958 program.—For fiscal year 1958, as the first year of the 5 
year program, the following participation is anticipated by free world nations 
and international organizations and proposed for the United States. 

Unilateral.—In fiscal year 1956 the 60 nations of the free world in which 
malaria is a problem expended approximately $44 million in antimalaria activ- 
ities. In fiscal year 1958 it is anticipated that this amount will increase to 
approximately $61 million. In the first year almost 60 percent of the malaria 
eradication program will be funded by the local governments affected. 

Bilateral.—United States participation proposed for fiscal year 1958, the first 
year of the 5-year eradication program, totals $23.3 million. Of the total of 
$23.3 million, we are requesting $3.9 million within individual country programs 
justified in the regional sections of this presentation. The balance of $19.4 million 
is requested as a special item for malaria eradication within the special assist- 
ance category. This compares with $10.2 million of MSP funds programed in 
fiscal year 1957 of which $8.7 million was for going programs in malaria control 
and $1.5 million was for a special grant to the special malaria fund of the Pan 
American Sanitary Organization (PASO). In fiscal year 1956 a total of $11.9 
million was programed for going programs of malaria control. 

For maximum flexibility in continuing the proposed program it is most impor- 
tant that not only the $3.9 million justified in country program presentations 
but also the $19.4 million of special assistance funds be available for use in ap- 
proved programs without reference to the limitations inherent by virtue of their 
being technical cooperation, defense support, or special assistance. The executive 
branch is requesting language in the authorizing act to accomplish this. 

The previous training and demonstration aspects of technical cooperation in 
manv of the going programs has now progressed into the beginnings of malaria 
eradication with its greatly increased funding requirements for bulk amounts 
of insecticides, spraying equipment, vehicles, ete. It should be noted, however, 
that the elements of training and demonstration will continue to be involved in 
malaria eradication programs so that some of the funds requested are retained 
in the technical cooperation category. 

Within the $19.4 million item, $4.4 million will be used to convert the present 
going control programs mentioned above to eradication programs. (See illus- 
trative distribution by county in table 1.) $7 million will be used for contribu- 
tions to those multilateral eradication programs described in succeeding para- 
graphs. The balance of $8 million will be used for bilateral programs in India 
and Indonesia. 

It should be emphasized that bilateral assistance is provided only on request 
of the host governments. It takes the form of provision of various types of ex- 
perts, training of nationals both in their own country and in the United States, 
survevs, and necessary materials and equipment. It should be noted that more 
than 50 nercent of the costs of malaria eradication are for insecticides, material 
and eanipment, most of which comes from the United States. 

Multilateral_—The goal of malaria eradication will require maximum effort 
on the part of international as well as national agencies. Even if it were not 
necessary to do so, there are definite advantages to the United States in support- 
ing the multilateral agencies’ program in malaria eradication. The multilateral 
programs offer the advantage to be gained from clear demonstration of the United 
states desire to assist and narticinate without dominating. Furhermore, it makes 
possible desirable results in areas and nations with which the United States is 
not directly working through the ICA. As a side effect, international programs 
offer the opportunity to utilize needed technical skills possessed by nationals of 
other countries which are not available to bilateral programs. Thus active par- 
ticination in multilateral programs can have real benefits supplementing the 
more direct bilateral assistance, and the need for proper balance between the two 
approaches hecomes clear. 

WHO.—The WHO has endorsed the concept of eradication and is providing co- 
ordination to the eradication activities of the governments and the several 
agencies concerned. The nucleus of personnel required is available and is being 
rapidly expanded through active training programs conducted under a variety 
of auspices. In order to facilitate the work in malaria eradication, the WHO 
has established a special malaria fund to which any of the 88 member nations 
may contribute. It is proposed that ICA make available to the World Health 
Organization’s special account for malaria eradication a total of $5 million in 
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fiscal year 1958 with a tentative nonobligational agreement for additional funds 
up to 12 million divided on the basis of an annual assessment of results and needs 
during the subsequent fiscal years. (See table 2, p. 1089.) 

The United States is proposing to make funds available to the WHO and the 
PASO in return for a specific service to be rendered, a service that the agency 
involved alone could render, or could render better than anyone else. It is not 
proposed that these grants be made available on a matching basis. Payments to 
WHO and PASO will be made for specific purposes. As such they do not repre- 
sent the type of contributions to the organization which logically would be made 
against matching contributions of other governments. Funds expended for the 
malaria eradication program through multilateral channels would represent more 
a payment for a service than ua contribution. 

Money contributed to the WHO special fund may be used in malarious areas 
where ICA does not have bilateral programs; success in such a large project 
requires our participation in the fund; United States participation can be ex- 
pected to precipitate increased interest and participation on the part of other 
governments; some of the money will go for top non-American sources of advice 
and experience which will significantly contribute to the success of the whole 
program. As stated in the report on malaria eradication by the International 
Development Advisory Board, such a contribution would be a “clear demonstra- 
tion of the United States desire to assist and participate without dominating.” 

PASO.—A special problem exists in the Western Hemisphere due to the matu- 
rity of our bilateral programs. Stimulated by the desire to place responsibility 
in local hands, ICA has turned over all bilateral antimalaria programs except 
one (Honduras) to the local governments. Whereas most of the turned-over pro- 
grams have been achieving a measure of control, the goal of eradication requires 
a degree of absoluteness which makes it essential that many of the countries 
receive outside help. 

Six million dollars will be needed in fiscal year 1958 in addition to host coun- 
try contributions and multilateral agency participation. It is proposed that the 
United States support malaria eradication programs in this hemisphere by meet- 
ing two-thirds of the $6 million shortfall in dollars and agreeing to the use of 
up to the equivalent of $2 million from local currency sources. 

(a) Two million dollars to be granted to the PASO’s special malaria fund to 
be used without restrictions within this field of activity. (The United States 
pledged and contributed $1.5 million to this fund in fiscal year 1957. On the 
basis of present estimates and subject to annual assessment of results and needs 
it is expected that $6 million additional will be required during the subsequent 
4 years of the program.) 

(b) It is recommended that $2 million of the $4.4 million requested for bilateral 
programs be used in this area, to be divided according to the population at risk 
from malaria in the several countries. These sums are to be administered, ac- 
counted for and results assessed by ICA Operations Missions in collaboration 
with PASO and host government officials. 

(c) The balance of the short-fall, the equivalent of approximately $2 million, 
ean be secured through available local currency sources such as Public Law 480, 
private contributions or other local government budgets. 

Other international organizations.—The UNICEF is devoting a large segment 
of its funds to the provision of supplies and equipment to governments in con- 
nection with WHO-approved antimalaria programs. It has adopted a policy 
under which it will provide supplies only to programs where eradication is the 
objective. In 1955, UNICEF allocated $3 million and, in 1956, $7 million to the 
malaria eradication program. 

The United States is a member of all the intergovernmental organizations listed 
above and in each of them has officially supported the concept of eradication and 
supported the allocation of funds for this purpose. 

Other agencies, both governmental (Colombo plan) and private (Rockefeller 
Foundation) are assisting in malaria projects in amounts that are not known but 
are relatively small. 

The employment of loan capital.—In fiscal year 1958, it is expected that local 
eurrency from Public Law 480 transactions and other loan capital in the amount 
of $12.9 million will be available to the program. 

Feasibility of program.—Within certain technical limitations discussed below, 
the eradication of malaria is possible through the use of tried methods, person- 
nel, equipment, and supplies which are now available or could be made available. 
The only exceptions to this conclusion are certain areas of the world known or 
suspected to harbor malaria which are relatively inaccessible; for example, 
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tropical Africa and Ethiopia, Borneo, New Guinea, and the Amazon Valley. 
The situation in tropical Africa is such that eradication cannot be visualized 
in the immediate future. The other areas are isolated and are not a significant 
threat to neighboring areas. They present no barrier to undertaking eradication 
elsewhere. No doubt malaria can and will be eradicated in these areas in due 
time. 

Fourteen years of ICA experience in malaria control demonstration, opera- 
tions and training has developed United States technical ability, and even more 
trained host country technicians. ICA now has 20 trained technicians in anti- 
malarial field positions and 1 financed by ICA/Washington in the United States 
Public Health Service. Within 2 years of implementation of the eradication 
program we should have at least double this number of professional personnel 
on duty in the field and four more in Washington. This may require the initi- 
ation of training courses for United States technicians, either in this country or 
in other countries having adequate facilities. 

Unforeseen technical problems always arise when new insecticides and new 
equipment are placed in operation. Through collaboration with the Public 
Health Service, ICA supports a small but active and effective testing unit at the 
Public Health Service Communicable Disease Center to study problems of 
entomology and testing of insecticides and equipment. This unit already has 
saved the United States Government several hundreds of thousands of dollars. 
Funds would be provided to expand this project. The problem of insecticide 
resistance testing also is currently receiving much attention as a part of this 
project. 

The recent studies of the use of chemotherapeutic agents in combination with 
insecticide house spraying reveals possibilities for the future which must be taken 
into account through the appropriate research channels. 

It is believed that United States industrial resources can be expanded to supply 
the necessary quantities of insecticides, materials, and equipment for the entire 
malaria eradication program. Considering that other industrialized nations are 
also capable of providing insecticides, materials and equipment, there is a con- 
siderable margin of safety. 

The proposed program is also administratively feasible. The internal organ- 
izational structures of ICA in Washington and the United States Operations 
Missions abroad are able in their present form to support malaria eradication 
programs in those countries having ICA missions. Working through the multi- 
lateral agencies will relieve the necessity of instituting new ICA programs in 
all but a very few countries. 


IV. RESULTS OF ERADICATION 


Benefits —The benefits to be gained from the proposed program are intensely 
practical and will advance the general welfare of the United States as well as 
that of the nations immediately affected. A world-wide program to eliminate the 
world‘s greatest single cause of sickness and death will: 

(1) Help countries and peoples to become stronger, economically as well as 
physically, through the release of additional effective human energy. 

(2) Make possible the opening up of additional arable land for economic 
development—thus reducing, in some nations, the imbalance between popula- 
tion growth and productive resources. 

(3) Improve the environment for more production of goods and services 
and for investment of capital, both local and foreign. 

(4) Encourage political stability by enhancing confidence that progress 
can be made through existing governmental institutions. 

(5) Assist in progress toward the worldwide political objectives of the 
United States by alleviating the distress of many thousands of people. 

(6) Demonstrate our deep interest in the welfare and human dignity of in- 
dividual men and women throughout the world. 

Ezamples.—The following examples bear witness to the benefits listed above: 

Ceylon.—The malaria eradication project in Ceylon has opened a wide area of 
land to economic use. In 1946, the annual malaria incidence was 41.2 percent 
(2,750,000 cases in a population of 6,700,000). The malaria eradication cam- 
paign now covering the affected two-thirds of the island began in 1947. By 1954, 
the incidence had been reduced to 0.45 percent (37,500 cases in a population of 
8,385,000) and over 200 square miles of jungle land has been brought under irri- 
gation, and settled by 91,000 previously landless people. 

India (the Terai).—Until 1949, attempts to settle and develop parts of the 
Terai region in northern India were fruitless, owing to the high incidence of 
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malaria. At that time malaria control was begun. As malaria disappeared in 
the area under control over a 4-year period, new settlement increased the popula- 
tion by 73 percent (from 167,000 to 284,000) ; the area of cultivated land increased 
by 400 percent (from 38,800 acres to 162,000 acres), with the value of land rising 
from nil to between 200 and 300 rupees per acre; production of food grains rose 
by 1380 percent (from 1,551,000 maunds to 2,094,000 maunds) ; industrial unter- 
takings (especially sugar and vegetable oil mills) rose in number from 11 to 29; 
construction of a hydroelectric plant brought electric power to villages ; and many 
new homes and schools were built. 

Greece.—In Greece, the nationwide malaria-control program conducted between 
1946 and 1951, reduced malaria incidence from an annual average of about 2 
million cases (30 percent of total population) to an estimated 10,000 cases in 
1950, adding at least 30 million man-days a year to the economy. Due in large 
part to the opening of new land, through malaria control, annual rice production 
rose from 5,000 tons to 15,000 tons between 1948 and 1955. 

Before the malaria-control campaign, Greece spent $1,200,000 annually (85 
percent from scarce foreign exchange) to buy one-fifth of the world’s quinine 
supply. After control, this medical-care expenditure was no longer necessary, 
and the Greek Government disbanded its quinine-purchasing unit. 

The Philippines.—In the Philippines during 1945 and 1946, malaria ineapact- 
tated approximately 25 percent of the total national labor force of 8,200,000 for 
5 to 10 days per year, and in many instances for longer periods, resulting in an 
estimated loss of 20 million man-days of labor annually. During 1946-50, the 
joint USPHS-Philippines public health rehabilitation program undertook malaria 
control throughout the island of Negros (population 1,500,000) and in selected 
areas elsewhere. On Negroes, there was, by 1949, an 85-percent drop in the in- 
cidence of malaria, i. e., from 26.47 percent of the population to 3.75 percent; a 
reduction in daily absenteeism among grade-school children from 50 percent to 
3 percent; a reduction in estimated man-days lost in industries on Negros from 
33 percent of industrial labor force daily to between 2 and 4 percent daily; and 
an estimated increase in the work capacity of labor to the point where a 70-man 
output per day in 1949 was equal to a 100-man-day output in 1946. 

The Government of the Philippines is now opening up new areas on the island 
of Mindanao for settlement. Firms making bids to build highways on the island 
reduced their bids by one-third after assurance that their workers would be 
protected by effective malaria-control measures. By the end of 1954, 4,600 
families had been settled and the program is continuing. 

In summary, malaria eradication would be a concrete, relatively inexpensive 
means of implementing the high goals announced by the President in a speech 
given in 19538: 

“The fruit of suecess in all these tasks would present the world with the great- 
est task—and the greatest opportunity—of all. It is this: the dedication of the 
energies, the resources, and the imaginations of all peaceful nations to a new 
kind of war. This would be a declared, total war, not upon any human enemy, 
but upon the brute forces of poverty and need.” 

Resultant increase in population.—The argument of population increase has 
been advanced against initiation of such programs as the one herewith proposed 
to eradicate malaria. Briefly stated, the proponents of this view would argue 
that malaria eradication should not be undertaken since it will result in larger 
populations in many areas assumed to be already overpopulated. 

It should be realized that “overpopulation” is a relative term—trelative in 
relation to the ability of an area to sustain the population. It has been amply 
and repeatedly demonstrated that the existence of widespread preventable de- 
bilitating disease represents one of the most significant deterrents to the increase 
in the ability of a people and an area to sustain and improve itself—in terms of 
adequate food production, economic development, or trade. In other words, a 
well area can support many more people than a sick area. In addition, the 
people of a sick area are a dependent people in contrast to people of a well area 
who become a nondependent and usually an independent people. Finally, it 
must be recognized that the present existence of overpopulation of dependent 
sick areas in the absence of public health measures is one of the best evidences 
of the falsity of the concept that overpopulation is merely due to public health 
activities such as malaria eradication. 

The following excerpt from the report of the WHO Malaria Conference for 
the Western Pacific and southeast Asia regions which was held in the Philippines 
in 1953 is believed to be particularly illuminating: 

“The Conference noted that the question of population pressure is exceedingly 
involved and that its equation with the three main variables of people, energy, 
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and food, is vastly more complex than any present formulation. The Confer- 
ence agreed that no one knows or can accurately predict what total population 
the world can support if potential supplies of energy are utilized properly. 
Moreover, no one can have the necessary prescience or moral authority to decide 
trom which areas malaria control should be withheld for the sake of a presumed 
benefit that a higher death rate might bring to a community. The Conference 
emphasized that malaria control is not an end in itself but is to be integrated 
with other public activities designed to foster community welfare. The Con- 
ference believed that where the disease is prevalent, a most important first step 
toward a sound population policy, a more adequate food supply, and a balanced 
human ecology, is the elimination of malaria.” 


TABLE 1.—ICA_ bilateral antimalaria programs 


In thousands of dollars] 


To convert control programs Malaria er 
to eradication, fiscal year beyond fiscal year 1958 


1958 


pro to fiseal 1959 1960 1961 1962 


Far East _- 4,820 179 4,999 669 > RAR » FY] 2 Sf 16. 611 


Cambodia 50 15 65 155 991 »?1 va 6 
Indonesia 3, 160 0 3.160 | 2.590] 1,605] 1,000} 1,000 9, 265 
Laos 250 50 30 295, ) a) 3) 615 
Philippine 515 0 51 
Taiwan ’ 0 114 114 8 
Thailand 15 ) 15 


Vietnam R30 0 R20 7H 1,00 1. 250 1. 250 5 0320 


Near East, South Asia, and 


Africa 6, 833 2, 113 8,946 | 13,713 | 13, 156 11, 158 814 54. 787 


Afghanistan _-- 0 0 ) 0 ( 0 
Egypt 0 0 0 0 0 0 
Et E , 000 4 259 
India 5, 035 1, 465 6.500 | 11,000 | 9.000 | 5,00 ( 31, 500 
Iran 0 400 400 1) a0) 100 0 1, 100 
Iraq _ 14 0 14 35 1 
Israel 0 0 ) } 0 0 U ) 
Jordan. rh) ia ) mn mW Tr) my) 1:00 
Liberia 77 85 162 143 1 
Libya_ 35 0 5 , 

Nepal . 399 163 485 5M) 600 60K ery) 2 ORh 
Pakistan 500 0 500 1, 000 2 000 4 000 & 000 12° 500 








liopia._. R50 0 | R50 BW) 1.00 1. OO 


Latin America 236 2, 139 2.375 2 375 2 375 2. 400 2 400 11. 925 
Special grant ? 2, 000 2, 000 2 2, 000 10, 000 
Bolivia 100 100 100 125 150 150 625 
Brazil 
British Guiana 
Chile 
Colombia 
Costa Rica 
Cuba 
Dominican Republic 
Ecuador 
E] Salvador 
Guatemala 
Haiti 75 75 75 A) 50 50 300 
Honduras 11 139 150 150 150 150 150 750 
Jamaica 
Mexico 
Panama 
Paraguay---- aD 50 a0) 50) 50 50 250 
Peru F 
Surinam 
Uruguay 
Venezuela 


~ 
to 
nw 


1 Due to size and complexity of the problem, conversion from control to eradication in India may extend 
beyond fiscal year 1958 

2 Grant funds to be made throt 
to PASO 





h the existing bilateral programs. Not to be confused with the grant 
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r- Résumé of table 1 

nm [In thousands of dollars] 

y. a ° 
le 1 = : 

d | To convert control programs Malaria eradication estimates 

( to eradication, fiscal year | beyond fiscal year 1958 

ce | 1958 | 


| 
“d Total 











n- Control | Needed Total, | j 
‘Dp pro- to fiscal | 1959 | 1960 1961 | 1962 
“] grams convert | year 1958 | | 
a ——— 
Far East 4, 820 179 1,999 | 3,669 2,856 | 2,501 | 2,586 | 16,611 
Near East, South Asia, and | 
Africa 6, 833 2, 113 8,946 | 13, 71 13, 156 | 11, 158 7,814 54, 787 
Latin America 236 2, 139 2,375 | 2,375 2, 375 2, 400 2, 400 11, 925 
Total 11, 889 4,431 16,320 | 19,757 | 18,387 | 16,059 | 12,800 | 83,323 
Taste 2.—KEstimated funding, all sources, for malaria eradication, by fiscal year 
a [In millions of dollars] 
Fiscal Fiscal Future requirements Average 
year year annual 
1 1956 1957 rate, 
pro- pro- 1958 1959 1960 | 1961 1962 | Total | 1958-62 
ER grams grams | 
615 . . ’ 
rie 60 nations of free world (ex- | 
ne clusive of United States 44.0 61.0 | 69.0 | 72.0] 76.0 | 47.2 | 325.2 65.0 
“In World Health Organization 1.1 0 2.0 2.0 2.0 2.0} 10.0 2.0 
nan UNICEF (Children’s | 
: Fund) 6.6 8.0 8.0 8.0 4.0 4.0| 32.0 6.4 
79 International Cooperation 
~ Administration 
0 Bilateral prograr 11.9 8.7 16.3 19.8 18.4 i6. 1 12 83. 4 16.7 
0 Special grant to WIHLO 5.0 2.0 3.0 4.0 3.0 17.0 3.5 
RN) Spe grat PASO 1.5 2.0 3.0 2.0 1.0 8.0 1.6 
a rota 23.3 | 24.8! 23.4] 21.1] 15.8 | 108.4 
: Loan capital, Public Law | | 
10) 480 and/or other sources 12.9 8.9 5.8 7.0 5.0 39. 6 | 7.5 
‘an Grand total 63.6 107.2 | 112.7 | 111.2 | 110.1 | 74.0 | 515.2 ; 
GOR45 — os a 
100 : . 
Figures do not in all cases coincide with United States fiscal years. 
000 
625 
300 
750 
250 
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CoMMITTEE OF THE WHOLE ON THE Far East AND THE Paciric 
AFTERNOON SESSION 


(The committee reconvened at 2: 30 p. m., Hon. Thomas S. Gordon, 
chairman, presiding. ) . 

Chairman Gorvon. The committee will come to order, please. 

_ In accordance with our schedule the committee will now resolve 
itself into the Committee of the Whole on the Far East and the Pacific. 

Mr. Zablocki, as chairman of that subcommittee, will preside this 
afternoon. 

Mr. Zablocki, will you take the chair. 

Chairman Zastockt. Thank you, Mr. Chairman. The Committee 
of the Whole will please come to order. 

We will hear testimony this afternoon from the Assistant Secre- 
tary of State for Far Eastern Affairs, Hon. Walter S. Robertson. 
The other members of his presentation team are Dr. Raymond T. 
Moyer, Regional Director, Far Eastern Operations, ICA, Capt. Berton 
A. Robbins, Jr., Director, Far East Regional Office, OSD. 

Mr. Secretary, you may proceed with your prepared statement or, 
if you prefer, you may proceed with an oral statement. 

We welcome you and look forward to your testimony. 


STATEMENT OF HON. WALTER S. ROBERTSON, ASSISTANT 
SECRETARY OF STATE FOR FAR EASTERN AFFAIRS 


Mr. Roperrson. I have a written statement which I would like to 
submit for the record, and with your permission I would like to make 
an oral statement. 

Chairman Zas.iockt. Without objection the formal statement will 
be included in the record. 

(The statement is as follows:) 


Mr. Chairman, I am glad to have the opportunity of appearing before this 
committee in support of the mutual security program for the fiscal year 1958. 
The mutual security program is one of the most vital instruments of United 
States foreign policy because the assistance it provides our allies in the Far 
East helps them build the strength they need to remain free, and because the 
freedom of others is essential to the preservation of our own. 

I should like first to discuss with you the considerations which, from a 
foreign policy point of view, make it so essential that our assistance to the free 
people of the Far East be continued at a level that is adequate to the needs of 
the situation. After that, the specific programs will be summarized for you by 
Dr. Raymond T. Moyer, ICA Regional Director for the Far East, and by Capt. 
Berton A. Robbins, Jr., Far East Regional Director in the ffice of the Assistant 
Secretary of Defense for International Security Affairs. 

The members of this committee are well informed concerning Far Eastern 
problems. I should like, however, to focus your attention on six factors funda- 
mental to a consideration of United States aid to this area: 

1. There is no evidence whatsoever of a weakening of the Moscow-Peiping 
alliance: 

2. The military might of international communism, based on mainland China, 
continues to be a predatory force that seriously threatens the security of the 
region and the peace of the world. 

3. As a part of their campaign to communize all of Asia, the Soviet Union 
and Red China have offered their own brand of foreign aid program to four coun- 
tries: Burma, Indonesia, Cambodia, and Laos. 

4 Less than a third of the inhabitants of the entire Far Eastern area now 
enjoy freedom and independence. Two-thirds of the more than 900 million in- 
habitants are under Communist rule in mainland China, in North Korea, and in 
North Vietnam. 
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5. In all of the free Far Eastern nations the spirit of nationalism and inde- 
pendence runs high. With independence have come compelling demands from 
the people for greater security, for improved living conditions, and for more 
rapid economic growth. 

6. Although financially unable to carry the burden alone, the free nations of 
the Far East have more than 14% million men under arms. These forces, together 
with our own forces based in the Pacific area, are the principal deterrent to 
aggression. ‘They are essential to maintaining world peace. 

I should like to elaborate on some of these points. 

This committee does not need to be reminded that, for all of Moscow’s and 
Peiping’s professions of peaceful coexistence, communism continues to be a pre- 
datory and expansionist force. The Soviet Union and Communist China are 
solidly alined in this undertaking bound as they are by common ideology and 
common objectives. The events of a few months ago in Eastern Europe have clar- 
ified that relationship. The Chinese Communist Party officially characterized the 
brutal Soviet military suppression of the Hungarian people, as a “righteous” 
action, and Chou En-lai was sent to Eastern Europe to rally the wavering satel- 
lites to unity under the leadership of Moscow. 

Blocked in overt aggression, the international Communists promptly launched 
a peace offensive, concentrating upon economic infiltration, hoping to gain through 
subversion what they were prevented from achieving through force. Their pro- 
gram of peaceful coexistence has involved enticing offers of trade and aid without 
strings, fulsome diplomatic blandishments, the sponsoring of international cul- 
tural and sporting events, participation in trade fairs and rolling out the literally 
red carpet for foreign dignitaries. This outward shift of tactics is only in degree 
less dangerous to the independence of the countries of the area than is the threat 
of overt aggression. It should also be noted that behind this facade of peaceful 
talk there has been a continuing buildup of military power throughout Com- 
munist-held areas of the Far East. 

The work of Communist propaganda and subversion apparatuses is well known 
to this committee. Suffice it to add that the principal aim of the Communist 
propaganda of vilification of the United States is to create suspicions of United 
States motives and to alienate the United States from its friends. 

In the face of the varied threats to our security and to the independence and 
welfare of free Far Eastern nations, the primary objective of our policy in the 
Far East remains clear. It can be stated quite simply: it is to strengthen the 
free world and to curb the influence and prevent the expansion of international 
communism. 

In furtherance of this objective, we have taken three principal courses of 
action: 

1. With other United Nations forces we resisted and checked the open Com- 
munist aggression in Korea. 

2. We have made clear the determination of the United States to help resist 
any further overt aggression in the Far East. This we have done through a 
system of defensive alliances. We have bilateral security treaties with Japan 
and the Republics of the Philippines, Korea and China. We have joined with 
seven other nations in the SEATO treaty of alliance against agression in South- 
east Asia. In the ANZUS treaty we have a defensive alliance with Australia 
and New Zealand. 

3. We have extended assistance under the mutual security program to those 
nations desiring it and willing to use it to maintain their independence. 

No one would contend that as the result of these courses of action the threat 
of international communism has been wholly met in the Far East. On the 
contrary, the threat remains serious. Powerful Communist military forces— 
now better trained and equipped with modern weapons—still occupy battle 
positions opposite Taiwan and across armistice lines in Korea and Vietnam. 
The Communists still control two provinces in Laos; from this base they have 
been seeking to subvert and take over the rest of the Kingdom. 

It is a fact, however, that the forces of armed aggression in the Far Eastern 
area have been held in check now for nearly 3 years. This, I think, is evidence 
of the effectiveness of our system of defensive alliances and the aid we have 
extended to our friends and allies under our mutual security programs. 

The combat capability of the Communist forces in Korea is greater today than 
it was when the armistice of 4 years ago brought an end to the fighting. Ap- 
proximately 700,000 Communist troops are still in North Korea, about one-half 
of which are Red Chinese. Communist forces in North Korea have increased their 
striking force by bringing into North Korea hundreds of modern airplanes, over 
70 percent of which are jets. The Chinese Communists maintain a large jet 
airforce within immediate striking distance behind the Yalu River. In addition 
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large quantities and new types of other combat equipment have been introduced 
into North Korea, in flagrant violation of the armistice agreement. 

The same pattern has been followed in Vietnam. The terms of the cease- 
fire agreed upon at Geneva in 1954 have not deterred the Communists from 
building up the strength of their armed forces in the north. With equipment 
and training furnished by the Chinese Communists, the troops of their puppet 
Vietminh regime have been strengthened and reorganized into a highly mobile 
fighting force equivalent to at least 20 divisions. This is about twice the size 
of the Communist forces existing at the time of the cease-fire, less than 3 years 
ago. The firepower of their artillery has also been greatly increased. 

The most immediate Chinese Communist military threat is, of course, directed 
against the Taiwan area, which Peiping has declared it intends to take by what- 
ever means may be required, including resort to armed attack. We can ill 
afford to regard this as an empty threat, coming as it does from a regime which 
commands an army of 2% million men and the fourth largest air force in the 
world. This formidable force has been continuously improved and modernized 
since the Korean war. Furthermore, during the past 2 years, in the coastal 
area between Shanghai and Canton, the Chinese Communists have largely com- 
pleted 10 new airfields which, when fully in operation, could pose a most serious 
threat to control of the air over the Taiwan Strait. The Chinese Communists 
also concentrated the bulk of their military engineering personnel on the forced- 
draft construction of a new strategic railway from the interior to the coastal 
port of Amoy which was completed just a few months ago. This railway, with 
a spur to Foochow which is still under construction, has greatly improved the 
logistic capabilities of the Communists for military action against Taiwan 
These military preparations assume added significance against the background 
of the Chinese Communists’ adamant refusal to renounce the use of force in 
the Taiwan area, although we have pressed for such a declaration for over a 
year and a half in our talks with them at Geneva. 

In Korea, Vietnam, and Taiwan 45 million people seek to defend themselves 
against renewed aggression that could come at any moment from the heavils 
armed Communist stronghold just beyond their borders. Their very survival 
depends on whether they can count on the United States for continued help in 
supporting their essential defense forces. In our view, these forces serve to 
defend not only these three areas but the whole of free Asia. Their presence 
is a powerful deterrent to overt Communist aggression anywhere else. 

As we well know, the cost of a modern defense force runs high. These 45 
million people know it too. Their defense expenditures exhaust or come close 
to exhausting their own national revenues. Without substantial help from the 
United States, they would quickly become an easy prey to aggression. Their 
loss would be a catastrophic blow to the collective security and prestige of the 
free world. 

We have therefore concentrated in these three areas where the Communist 
threat is the greatest. Our program plans for fiscal year 1958 likewise provide 
that in the Far East area most of the aid must necessarily continue to go to 
these three countries. It must be remembered that these areas being di- 
vided, one part free and the other Communist-dominated, are necessarily areas 
in which tensions are most severe and the threat of war most grave. 

A substantial part of our aid to them consists of military hardware which is 
needed both to round out the basic equipment requirements of the forces and to 
maintain and service equipment that has deteriorated or been consumed in actua! 
combat or in training operations. 

We also need to provide to these governments sizable amounts of defense sup- 
port assistance which takes varied forms, such as the import of essential raw 
materials and finished products which are sold to generate local currency for 
essential military purposes, as well as assistance to projects that directly support 
their defense efforts. In Vietnam these have included resettlement of the ref- 
ugees from the north, agricultural development projects such as that at Cai 
San, and rehabilitation and improvementment of the transportation system. 

In Laos we have still another nation that has been victimized by Communist 
aggression. This is a remote yet particularly strategic area containing some 
2 million inhabitants; yet it has some 600 miles of common borders with Com 
munist China and Vietminh-controlled North Vietnam. Here the Pathet Lao, 
supported by the Communist Vietminh, continue to flout the Geneva Agreement 
of 3 years ago by retaining control of 2 northern Provinces of this newly in- 
dependent nation. The Communist Pathet Lao have been in open revolt against 
the Government. Now, however, they have broadened their tactics. Prompted 
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by the Peiping and Hanoi regimes, they have made offers of coalition government 
which are in reality designed to facilitate Communist infiltration and subversion. 
To pressure the Lao Government to make a political settlement on the Communist 
terms, they have been making scattered attacks on Lao Army outposts. 

In this situation we are helping the Lao Government to support the army and 
improve the effectiveness of its internal defenses. We are also assisting with 
economic rehabilitation activities that are essential to the continued independence 
of the country. 

The threat of aggression in the Far East is not, of course, confined to Korea, 
Vietnam, Taiwan, and Laos, where it is most immediate. It exists throughout 
the region. As I mentioned earlier, one of our courses of action has involved 
the creation of a system of defensive alliances. If this system is to serve its pur- 
pose, our allies must in every way be strong enough to do their part. 

Under the mutual security program we have also been helping to strengthen 
two of our treaty partners, the Republic of the Philippines and Thailand. We are 
helping the Philippines to strengthen and improve their armed forces by building 
modern operational and training facilities which will increase their capacity to 
participate actively in free world defense. We are also augmenting Philippine 
efforts to maintain the essential economic base upon which this military effort 
rests. 

Thailand has played an active role in collective defense measures; it has con- 
tributed troops to resist aggression in Korea and is taking a leading part in 
SEATO. Yet even in the case of this stanch ally, Communsit-line propaganda 
appears in some newspapers, Chinese Communist films are shown in local theaters, 
and some Thai citizens who have visited Communist China return as propaganda 
agents with alleged aid offers. The Thai Government has rejected such offers 
and reaffirmed its faith in collective security. In the face of this stepped-up Com- 
munist penetration effort, we are providing substantial defense support to pre- 
serve the essential economic climate in which the nation can resist subversion and 
aggression. We are also providing needed military equipment, training and 
facilities to promote Thailand’s security and to contribute to the strength of 
SEATO. 

Japan’s role is increasingly important in the free world, especially now that it 
has returned to full international status through admission to the United Nations. 
Japan’s importance derives from a variety of basic considerations—her strategic 
location, her vast industrial-mercantile complex, her skilled manpower, her 
capacity to contribute to the growth of free Asia. Yet it is these various factors 
that make Japan a major long-term target of the Communist bloc. By bringing 
Japan within that bloc’s control by aggression or subversion, the balance of power 
in Asia would be tipped dangerously in favor of the Communists. 

Major responsibilities for the defense of Japan, assumed in 1945 by the United 
States when it took charge of the occupation, are now being turned over as 
quickly as possible to the Japanese. The assistance planned for Japan in the 
1958 program is primarily a continuation of the same type of help given hereto- 
fore in the organization, training and equipping of Japan’s self-defense forces. 
We are encouraging Japan to assume a greater share of its defense responsibilities 
in the expectation that it will make possible further reductions in the United 
States troops stationed there. 

In all of these countries national armies are being supported on a scale which 
contributes importantly to our own defense. The cost to us, in dollars, is con- 
siderable. Yet significant savings are involved. For example, to maintain our 
vital defenses in Korea with American troops would cost about $6,500 annually 
for each soldier. To maintain South Korean forces at this outpost, however, costs 
only about $600 per soldier. 

These considerations, of course, are quite apart from the obvious fact that 
under this arrangement far fewer American boys have to be sent to foreign 
areas, Furthermore, through this technique we help our friends and allies to 
provide in the first instance the forces required for their own defense. 

This vear the funds required for mutual defense assistance are proposed to 
be appropriated to the President in the Department of Defense appropriation 
acts. I, for one, have always been of the opinion that the money for these pro- 
grams is as much a part of our defense costs as the appropriations made to 
maintain our own forces. Today in Korea we maintain two American divisions 
financed from Department of Defense appropriations. Guarding the same 
armistice line are 21 South Korean divisions maintained through funds available 
under the mutual security program. Were it not for the 21 Korean divisions, 
we would today be maintaining a very large number of American troops financed 
from defense appropriations. 
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Of all the 11 Asian countries in the area only 3, the Republic of China, Thailand, 
and Japan, existed as independent nations before World War II. With inde- 
pendence the peoples of these new countries have for the first time in centuries 
begun to have great expectations for the future. 

One of the insistent expectations of their new nationalism is improvement 
in their greatly depressed standard of living. Whether they are successful in 
realizing this expectation and whether in so doing they are assisted by ourselves 
or by the Communists, may well determine the answer to whether these newly 
independent countries are to remain in the free world. Measures that will 
further the economic aspirations of the people are only in degree less important 
to the preservation of the freedom of these countries as are military measures 
undertaken to counter internal and external threats to their security. We 
therefore attach the greatest importance to helping the free countries of the 
Far East to develop their economies and to improve the lot of their people. We 
would expect to meet requirements of this type through the development Joan 
fund. 

Indonesia, which has been described as the third richest country in the world 
in natural resources, consists of 3,000 islands spread out over an area as large 
as the United States. Tt is a prize the Communists particularly covet. The task 
of establishing a strong stable government and a viable economy for this far- 
fluns. strife-torn country is of staggering proportions. 

While the Indonesians are reluctant to make international military commit- 
ments lest the latter circumscribe their hard-won independence, thev do need 
and seek our assistance in the form of developmental assistance and technical 
cooperation. 

In April of this year we concluded an agreement with the Indonesian Gov- 
ernment for a loan of $15 million under the mutual security program. This Jine 
of credit is expected to be used by Indonesia for highway construction in Su- 
matra and for power-generating plants. 

We are also nrepared to lend Indonesia for economic development the eaniv- 
alent of ahout $77 million in rupiahs derived from Indonesia’s purchase of United 
States agricultural products under Public Law 480. Thus we are helping In- 
donesia in solving its major problem of promoting political stability through 
such development. 

Communist efforts at penetration are at present being intensified in the small 
kingdom of Cambodia which is an avowed “neutral.” It has received a variety 
of trade and aid offers from three European bloc countries during the last vear. 

In addition, the Chinese Communists have agreed to provide Cambodia $22.4 
million of aid over a 2-year period and trade up to $14 million each way an- 
nually. Chinese Communist aid goods and “technicians” have already arrived 
in Cambodia. 

Our own policy toward Cambodia is based on a simple precept—to assist Cam- 
bodia to remain independent. We do not intend to engage in competition for 
Cambodian favor by bidding for the highest aid program. Rather we will try 
to help Cambodia meet its priority needs in the most efficient manner. 

It is in our interest to continue to do so as long as Cambodia shows a determi- 
nation to maintain its independence: and our aid contributes to the strengthening 
of this determination. 

As far as its neutrality is concerned we have informed the Cambodian Govy- 
ernment that we respect the right of each government to choose its own foreign 
policy although the United States believes that free nations can most effectively 
meet the threat of Communist aggression through collective defense. 

Burma occupies a key geographic poistion. It is located between our SEATO 
allies. Thailand and Pakistan. It borders on Laos. It also separates India 
and Communist China, and, in fact. has a 1,000-mile unprotected horder with 
Communist China. In order to remain in power, despite Communist subversive 
political and economic activities, the Government must achieve progress in eco- 
nomic and social development to retain mass support. 

The Communist bloe has heen adroit in exploiting Burma’s needs by making 
offers of aid and trade. fore than a vear ago Burma experienced great diffi 
culty in disposing of a burdensome surplus of rice, the principal item in its 
economy. 

The United States could not help in this situation by taking some of the sur 
plus: in fact, we were competing with Burma by selling our own surplus rice 
in the Asian market. The Communist bloe seized this opportunity to develop 
extensive trade relations. Under barter arrangements they agreed to take ahout 
one-third of Burma’s annual rice exports—or one-fourth of its total exports. 
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At the beginning of 1957, however, Burma revised substantially its trade rela- 
tions with the Communist bloc by cutting back its rice barter commitments to 
about a fourth of the original level—from 750,000 tons in 1956 to less than 
200,000 tons in 1957. This change was due not only to an improved rice market 
among free world customers but also to disillusionment with the results of the 
barter arrangements, involving such matters as unsatisfactory quality of goods 
delivered, overpricing, and credit accumulation. 

In response to a Burmese request to the United States for loan assistance in 
connection with its development program, we agreed in March of this year to 
extend a $25 million loan to Burma under the mutual security program. 

Burma does not, in fact, want grant aid. Specific projects under this loan are 
now receiving consideration. 

While the building of an effective shield against Communist armed aggression 
and subversion must receive first priority, the political stability of all of these 
governments depends heavily upon some strides being taken in the direction of 
economic growth. 

One of the most valuable features of the mutual security program has been 
technical cooperation. The expert assistance thus made available is basic to 
political stability and economic growth. 

I have tried to highlight the reasons which make mutual security activities 
such an important element in the defense of the free world against the designs 
of international communism. The 1958 mutual security program as presented 
to you represents the best judgment of the executive branch as to what assistance 
should be extended to our friends and allies in our mutual interest. 

When we recall the recent wars and chaos of Korea and Indochina, I think 
we can survey with some satisfaction, but no complacency, the progress that is 
being made in strengthening the capacity of free Asia to surmount the threats 
of Communist aggression, infiltration and subversion. 

Certainly the lines of the struggle against communism are more clearly de- 
fined. For 3 years now the Communists have been deterred from outright mili- 
tary aggression, having encountered determined resistance on virtually all fronts. 
While the Communists now place emphasis on classical nonmilitary methods in- 
tended to deceive the gullible and ingenuous, the free peoples of the Far East 
are coming to have a greater understanding of the nature of communism’s 
indirect threat and a better capability to meet that threat. The longer this 
progress can be sustained, the more secure the independence of free Asian coun- 
tries. Premature withdrawal of adequate support would risk losing a great 
deal of the progress so far made. 

Mr. Rorerrson. Mr. Chairman and members of the committee, I 
say in all sincerity it is a privilege to discuss Far Eastern problems 
with this committee. 

I have found from my own experience during the past 4 years that 
whatever the problem, here you can be certain that it will receive ob- 
jective and bipartisan conside ration. 

This year the Congress is taking a new look at the mutual defense 
program to see if it, in fact, does serve the purpose for which it is 
created and designed. I feel it is essential that you do this. All of 
us can agree that the demands upon the Federal Treasury at this time 
are such that we cannot afford any nonessential expenditures abroad, 
nor at home, for that matter. 

Now, are these programs essential, and do they serve our policy 
objectives in the Far East ? 

I think I can say without equivocation that they are essential, so 
long as it is our policy to resist Communist aggression, to resist ex- 
pansion of Communist influence and power. 

If the free nations of Asia are to remain free, they urgently need 
our help. 

The free nations of the Far East have more than 114 million men 
under arms, and they are financially unable to carry this burden 
alone. These forces, together with our own forces based in the 
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Pacific, are the principal deterrent against Communist overt aggres- 
sion. They are essential to maintaining the peace in Asia. 

In addition to the military hardware ‘provided the armies, we also 
provide the governments with what is termed “defense support.” 
This takes various forms, such as the imposition of raw materials 
and finished products which are sold to generate local currency for 
essential military purposes, as well as for assistance to projects that 
directly support the defense effort. 

Through the dev elopment loan fund we hope to help these countries 
develop their economies, improve the standard of living for their 
people, which, in turn, should make them less vulnerable to the lure 
of Communist propaganda. 

I want to make clear that what is called defense support is intended 
merely to ease the burden on the economies of these countries, to en- 
able them to support the tremendous milits ary efforts which they are 
making, Defense support can only maintain the status quo of their 
economies. It does not contribute to the long-term development of 
their economies. 

In examining this question, we might take a look at the other side 
of the coin. I believe it can be said also without equivocation that 
should American help be substantially withdrawn, there is a grave 
risk that all of the nations of the Far East might be lost to the free 
world. Certain it is that the international Communists are poised, 
ager and ready to step in if we should step out. 

Now, this year of 1957 is a particularly crucial one in my opinion 
for the free world. The Communists have not ch: unged, but there are 
many pressures being exerted upon us to change, to ease up, to become 
more flexible, to liberalize our policies, vis-a-vis Red China. 

There are some who say we should follow the lead of certain of 
our allies and remove trade barriers on so-called nonstrategic items, as 
if Peiping, with its meager foreign exchange resources, would buy 
anything except the most strategic items that are available. 

There are some who say if we could just settle the question of 
Taiwan, that Mao Tse-tung might lose his - action for Moscow; 
that he might give up his ambitions in Korea, Japan and Southeast 
Asia and become a peaceful and friendly collaborator with the free 
world. 

There are some who say that all we have to do to make the Com- 
munists different is to be different ourselves. 

Lastly, there is what I call the old school tie group which maintains 
that in any event we must be realistic and acknowledge the a 8 
and power of the Peiping regime by granting it recognition, and U. 
membership—as if 142,000 American casualties and some $15 villion 
of our treasure were insufficient to make us take a realistic view of the 
existence and character of this regime. 

Now, what is the situation in Asia? 

Well, the Communists are standing pat and counting on the weari- 
ness of the free world to help them achieve their ends. They are 
standing pat in Korea with 700,000 troops and some six to seven 
hundred modern planes. They are standing pat on the mainland of 
China with an army of from 2.5 to 3 million men and hundreds of 
modern airplanes; steadily building up their military capabilities; 
threatening to take Taiwan by force; refusing to release our civilian 
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prisoners or to give any satisfactory accounting for some 450 missing 
military personnel, some of whom, at least, were known to have been 
alone in their hands at one time. 

They are standing pat in Vietnam, with a puppet army of from 
350,000 to 400,000 men. They are standing pat in Laos with puppet 
forces which were ordered to be disbanded by the Geneva Conference 
of 1954 still occupying two key provinces and demanding coalition 
government. 

They are continuing their efforts to overthrow every free govern- 
ment of Asia by infiltration and subversion. And finally, they are 
continuing their propaganda of calumny against the U nited St: ates, 
hoping to cause suspicion of our motives and divide us from our allies, 
because they well know that if for one reason or another American 
support of free Asia can be eliminated, that all of Asia is theirs. 

Now, in apportioning our military and defense support funds 
the Far East, first consideration is given, of course, to those areas 
where the Communists pose the greatest military threat. Thus, Korea, 
Taiwan and Vietnam require the largest allotments of the Far Eastern 
funds available to us. Korea, of course, is our largest program. Its 
700,000-man army, trained and equipped by us, is far beyond the 
economic resources of that little war-ravaged country of 22 million 
people to support. 

However, as the Koreans were trained and equipped, and assumed 
the primary responsibility of patroling the armistice line of 186 miles, 
and acting as a first line of defense, we were able to bring our boys 
home. We now have only two divisions in Korea. 

Now, this is a costly program in one sense. It isa cutrate program in 
another sense. It costs approximately $6,500 per year to maintain an 
American soldier in Korea. It costs $600 per year to maintain a 
Korean soldier in Korea. 

The size of the military forces in Taiwan and Vietnam exceeds the 
abilities of these countries to support them. Even with our help, they 
constitute a heavy drain upon their economies. 

Korea spends the equivalent of 71 percent of all Government rev- 
enues, exclusive of United States aid, for military purposes. 

The Republic of China spends [security deletion] percent of all its 
revenues, for military purposes. 

The little Re ‘public of Vietnam, which has faced every kind of ob- 
stacle imaginable since it came into being, spends approximately [se- 
curity deletion] percent of all of its revenue for military purposes. 

In all the countries of this area in which we have programs of one 
kind or another, national armies are being supported which contribute 
importantly to their own security, which is another way of saying 
contribute importantly to the defense of the free world, including our 
own country. 

The cost of our programs ii dollars is considerable. But, as pointed 
out, where American forces would otherwise be required, there are 
significant savings for us. 

Of course, financial considerations are quite apart from the price- 
less consequences, that under this ee far fewer American 
boys have to be sent into foreign are: 

When we recall the recent wars ‘ad chaos in Korea and Indochina, 
I think we can survey with some satisfaction, though certainly with 
no complacency, that progress is being made to strengthen the capacity 
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of free Asia to surmount the threats of Communist aggression and in- 
filtration. Certainly the lines of the struggle against communism are 
clearly defined. 

For 3 years now, the Communists have been deterred from outright 
military aggression. 

While the Communist now place emphasis on the classical non- 
military methods to deceive the gullible, the free peoples of the Far 
East are coming to have a greater understanding of the Communist 
threat and their need for meeting it. The longer that this progress 
can be sustained, the more secure becomes their independence. 

The premature withdrawal of adequate sup int would have, we 
fear, catastrophic results. 

Certainly, we have our problems within the free world, but the 
Communists have their problems, too, as recent events in Poland, 
Hungary and Red China have shown. And, because the Communists 
are attempting to enslave and reshape man’s own free spirit, their 
problems are far greater than ours and, I believe, are insoluble. 

I want to say one word, before I stop for questions, about the 
authorization made in the Senate for th’s mutual security program. 

Military aid was cut from $1,900 million to $1,800 million, or $100 
million. That is equivalent to about a 5-percent cut. 

On the other hand, defense support was cut $100 million from 
$900 million, to $800 million, which is an 11 percent cut. 

We are particularly concerned about this cut in defense support 
because you can’t equate the cuts in terms of dollars, it has to be in 
terms of percentages. Whereas 28.7 percent of the total world mili- 
tary program is allocated to the Far East, 74.2 percent of defense 
support is allocated to the Far East due to the large native armies 
being maintained there. Reducing military aid which means reduc- 
ing the amount of military hardware supplied, does not correspond- 
ingly reduce the cost of the government concerned in supporting its 
army. The only way defense support can be safely reduced is by 
reducing the size of the army. 

Now, within the Far East itself, approximately 75 percent of the 
total funds programed goes to Korea, Vietnam, and Taiwan, where 
we are supporting the largest armies. Eighty-six percent of military 
support goes to Korea, Japan, and Taiwan. Eighty-four percent of 
defense support goes to Korea, Vietnam, and Taiwan. In other 
words, the defense support program is absolutely essential in these 
countries maintaining the largest armies if you are to prevent their 
economies from collapsing unde r the financial strain. 

From the standnoint of Korea alone, a 700,000-man army makes no 
economic sense. The reason it is 700,000 is because the Communists 
to the north of the 38th parallel have an army there of approximately 
that number, far better equipped with modern artillery and modern 
planes. 

A similar situation exists in Taiwan. But going back to Korea I 
should like to emphasize what I said about relative cost. You must 
use something for troops in Korea. It seemed proper and equitable 
that the Koreans should assume the responsibilities of their own 
defense. They are doing it to the utmost of their manpower, and to 
the utmost of their economic power. But to reneat avain, they are 
spending 71 percent of all their own revenues for defense purposes. 
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Now, if we cut defense support and don’t cut the size of the army, 
well, it is anybody’s guess what will happen. There is no way that 
an army of this size can be maintained unless they are helped in the 
support of it. We cannot support them militarily by just giving 
them military hardware. We must provide economic aid through 
defense support if they are to be able to carry on. 

Chairman Zasiockt. Secretary Robertson, Dr. Moyer and Captain 
Robbins are appearing asateam. If there are no objections I suggest 
that all three present their statements and questions be asked of the 
team after formal statements are completed. 

Without objection, we will next hear from Dr. Moyer. 

Mr. Jupp. Mr. Chairman, I would like first to say this: I think the 
introductory statement of Secretary Robertson is the finest summary 
of the whole situation in Asia that I have heard anywhere. 

Chairman Zasiockt. IT was going to ask if your statement, Mr. 
Secretary, could be made public? 

Mr. Jupp. I would like to have it made public and to put it in the 
Congressional Record tomorrow. 

Mr. Roevertson. Surely. It expresses my deepest convictions, and 
I should like to shout it from the house tops. 

Chairman Zastockt. I think it is important that your statement 
be made public as soon as possible. Your suggestion, Dr. Judd, of 
putting it in the record tomorrow is excellent. 

Mr. Jupp. I was going to ask him that privately afterwards, but I 
thought right after he said it, that his statement ought to be given 
widest circulation because he had it better analyzed and summarized, 
I felt, than I have heard it done by anybody. 

Mr. Rozertson. May I say that you have a Yankee reporter taking 
down my southern accent. I would like to go over his record before 
it becomes public. 

Chairman Zasiockr. I must confess I was going to plagiarize from 
it, but if it is going to be in the Congressional Record—— 

Mr. Ropertson. I would much rather you gentlemen would use it. 
It would have much more influence. 

Chairman Zasnockr. Dr. Moyer. 


STATEMENT OF DR. RAYMOND T. MOYER, REGIONAL DIRECTOR 


FAR EASTERN OPERATIONS, INTERNATIONAL COOPERATION AD- 
MINISTRATION 


Dr. Moyer. I would like to do as Secretary Robertson has done, to 
file my statement and make, informally, a statement covering some 
of the highlights which would be of interest to this particular 
committee. 

(The statement is as follows :) 


The Far East region is that area stretching from Korea and Japan in the 
north down through Southeast Asia up to and including Indonesia and Burma, 
but not India, Ceylon and beyond. <A total of $708 million is requested for 
defense support, technical cooperation and special assistance to free countries 
of this region in fiscal year 1958. This $708 million is made up as follows: 
For defense support, $668 million: for technical cooperation, $389 million; for 
special assistance, $1 million. The countries to be aided out of these funds 
are: Cambodia, China (Taiwan), Indonesia, Korea, Japan, Laos, Philippines, 
Thailand, and Vietnam. 

The $668 million requested for defense support is about $115 million less than 
the amount being made available for this type of assistance in fiscal year 1957, 
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mainly as the result of the present more limited definition of defense support 
which restricts that category to the economic assistance essential to support 
of the military effort. The $39 million requested for technical cooperation is 
slightly higher than the level of assistance in fiscal year 1957, in order to 
increase by a modest amount the program in Japan and the technical coopera- 
tion extended to Korea, Vietnam, Cambodia, and Laos. The $1 million in 
special assistance is for grant aid to a program supported last year under de- 
velopment assistance, which, in fiscal year 1957, totaled $34 million for the 
region. 

These proposed amounts assume that, in addition, the development loan fund 
will be available for loan assistance to these countries and to Burma, for projects 
related to their longer range economic development. 

Programs in the Far East, under ICA and its predecessor agencies, began 
with a program on the mainland of China from which developed that current 
program on Taiwan (Formosa), that began taking its present form toward 
the end of fiscal year 1950. Modest programs, largely of technical assistance, 
were begun in countries of Southeast Asia in fiscal year 1951. The present 
program in Korea began in fiscal year 1954, to help maintain Korea’s large 
armed forces and undertake rehabilitation after cessation of fighting in the 
Korean war. With defeat of the French forces in Indochina, similar forms of 
assistance were given to the newly independent countries of Cambodia, Laos 
and Vietnam; and aid to the Philippines and Thailand was increased at about 
the same time in order to strengthen their ability to meet the greater threat 
which then was created by the Communist successes in Indochina. A small 
program of technical assistance, largely a productivity program, was initiated 
in Japan in fiscal year 1955 to help, in a time of relative prosperity, to build up 
more rapidly Japan’s ability to deal with economic difficulties expected later on. 

For these programs, through fiscal year 1957, a total of approximately $4.1 
billion has been made available. This includes roughly $700 million of aid 
given through France for the French Expeditionary Corps and the armed forces 
of the Associated States of Indochina, prior to independence. Aid given directly 
to Cambodia, Laos, and Vietnam totals an additional $1.1 billion. Slightly more 
than $1.0 billion has been provided for programs in Korea; and somewhat less 
than $700 million has been given to China (Taiwan). The balance went to the 
remaining countries—Burma, Japan, Philippines, Indonesia and Thailand. 

Thus, in the past, as now, a high proportion of the aid provided in these 
programs hasbeen to countries that have engaged in military struggles with 
communism and still are maintaining large armed forces. There has been no 
uniformity in the pattern of aid given, such as in general characterized aid to 
Europe under the Marshall plan. Programs developed as the Communist menace 
spread progressively through the Far East, and interests of the United States 
became increasingly affected. The particular form of assistance, in each coun- 
try, was based on the specific type of support which, it was agreed, the country 
needed in order to cope with Communist aggression and attempts at subversion. 

From funds appropriated by the Congress last year, a total of $854.1 million 
has been made available for the Far East in fiscal year 1957, divided as follows: 
Defense support, $783.5 million; technical cooperation, $36.6 million; and de- 
velopment assistance. $34 million. 

Almost 90 percent of the defense support total has been made available to 
Cambodia, China (Taiwan), Korea, Laos, and Vietnam. The equivalent of about 
44 percent of this amount has been programed for local currency support to mili- 
tary budgets and military construction. This is being provided largely from 
the local currency proceeds realized on saleable commodities imported into the 
countries. The balance has been allotted for the support of projects and is being 
used in about equal proportions to finance necessary imports of machinery, equip- 
ment and supplies, and to help meet the associated local currency costs. 

Among the more important projects receiving this aid are the rehabilitation 
and improvement of the railway system in Korea, the expansion of electric power 
in Taiwan, and the building of highways in Vietnam, Cambodia, and Laos. As- 
sistance also is being given to such projects as the construction of fertilizer 
plants in Korea and Taiwan, an industrial development center and an electric 
power survey in Vietnam, the improvement of irrigation in Cambodia, and the 
strengthening of civil police in Laos. 

Emphasis in the Philippine program has been on projects in rural improve- 
ment encouraged by the late President Magsaysay, and on an industrial develop- 
ment center encouraging Philippine private investment in small- and medium-size 
industry. In Thailand, in addition to assistance for such projects as malaria con- 
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trol and the diversification of agricultural production, substantial assistance has 
been given for the improvement and construction of highways. 

Under technical cooperation, assistance has been given to a special productivity 
program in Japan, and to training and demonstration in the remaining eight 
countries, largely in education, agriculture, health, civil police, public administra- 
tion and community development. Of the $34 million made available for develop- 
ment assistance, $30 million was provided as loans to development projects in 
Indonesia and Burma. Progress in developing these programs, however, has 
moved forward much more slowly than anticipated, due in part te a conservative 
approach to obligation. Projects under these programs in both countries, how- 
ever, now are well along in their development. 


ACCOMPLISH MENTS 


A great many people have asked what there is to show for the money spent 
in these programs; what have they accomplished? An important prior question 
is—what are they intended to accomplish? 

Stated very simply their aim has been: 

(a) To provide the budgetary support to the military effort without which the 
country could not maintain the armed forces mutually believed desirable; 

(b) To help meet emergency situations and carry out other programs affecting 
the welfare of the people, essential to the control of Communist subversion and 
continued popular support to the military effort ; 

(c) To help build up the technical, management and administrative compe- 
tence of the government and people, required to handle the wide variety of their 
present complex problems; and 

(d) To encourage progress with economic development, in order to build up 
the broader economic base they must have in order to maintain their independ- 
ence and meet a larger proportion of their financial requirements out of their 
own resources, thereby decreasing the need for external aid. 

One major accomplishment, resulting from the use of funds in programs di- 
rected toward these general objectives, is the fact that countries in this region 
have been enabled to maintain, without serious economic deterioration, the more 
than 1,500,000 men now in their armed forces that have been steadily increasing 
in their military capabilities, aided with the military equipment and training 
given uncer the military assistance program. Among these military forces are 
the 21 active and 10 reserve Korean divisions, constituting the world’s fourth 
largest army, and other forces in the remaining countries which are making 
their contribution to peace and free world security. 

Economic improvements that have occurred in many of the recipient countries 
constitute another major accomplishment, aided significantly through these pro- 
grams. In Taiwan, a previously serious inflation has been brought reasonably 
under control, agricultural and industrial production has increased substantially, 
and living standards have improved. In the Philippines, the improvement 
brought about in conditions throughout the countryside has been a significant 
factor in the success achieved in dealing with the Huk menace, now nearly elimi- 
nated. In Korea, substantial progress has been made toward controlling in- 
flation; also, the major work of rehabilitation has been largely completed, and 
projects have been started in agriculture, industry, mining, education and 
health from which significant tangible benefits will in due course be seen. In 
Thailand, the Government has been moving increasingly to improve the effective- 
ness of its Government services and the utilization of its own resources. In 
Vietnam, the economie and technical assistance given has been an indispensable 
factor in the political, military and internal security improvements effected over 
the past 2 years, which are too well known to need repeating here. 

Considerable progress also has been made in improving and expanding trans- 
portation facilities, increasing the mobility of security forces as well as con- 
tributing to economic development and political control. In Korea, the railway 
network, severely damaged during the Korean war, again is approaching good 
operating condition. In the Philippines, roadbuilding equipment financed from 
aid funds has helped build up a national highway system, and dredges have 
helped improve harbors. Notable among other projects now underway with 
assistance in this program are the Northeast Highway in Thailand, the Port 
Highway in Cambodia, linking Phnom Penh and a new seaport, the No. 1 coast- 
line highway in Vietnam, and the railway, ferry, and highway elements improving 
the important transportation route between Bangkok and Vientiane. Defense 
capabilities also have been increased by electric power and telecommunications 
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facilities constructed with defense support aid. In Taiwan, for example, electric 
power generating capacity has been doubled since 1950, although still a major 
bottleneck to further industrial expansion. 

Assistance given in meeting serious emergencies has helped preserve internal 
order and gain from the people their willing support of the country’s military 
effort. The well-known and most important of the emergency projects was the 
reception, care, and final settlement of the some 660,000 civilian refugees from 
Communist North Vietnam, enabling them to engage in self-supporting occupa- 
tions. This has been successfully accomplished. 

A dramatic development, made possible by a combination of host country effort 
and assistance from the U. N. and the United States, is the almost revolutionary 
progress already made toward controlling malaria in the Far East. In Taiwan, 
where 1 out of every 4 persons had malaria in 1950, only 1 out of 200 has it now. 
In the Philippines, where 1 out of every 10 once had malaria, its prevalence now 
has been reduced by about 80 percent. In Thailand, where malaria once was 
widespread and caused 40,000 deaths each year, this disease now is well on its 
way toward complete eradication. Indonesia has organized an indigenous force 
of 7,000 people to eliminate this devastating disease, with support from 7 ICA 
malaria specialists, some U. N. assistance, and substantial quantities of supplies 
and equipment financed with United States development assistance funds. 

Another development aided by these programs, which is not well known, is 
the growth of the 4-H Clubs that has taken root in 7 of the 10 countries in the 
Far East receiving aid under the mutual security program. In 5 of these, 
where the clubs were initiated with ICA help, there are nearly 7,000 different 
clubs, with a membership of about 200,000 boys and girls, carrying out projects 
in agriculture, livestock raising, gardening, and homemaking. These youth 
possess the same spirit and enthusiasm that characterize this movement in the 
United States; and the movement already has become a significant force affect- 
ing future leaders of these countries. 

One of the most effective of the activities bringing benefits directly to the 
masses of rural people has been the program in Taiwan under the Joint Com- 
mission for Rural Reconstruction. Technical assistance, supplemented with lim- 
ited defense support assistance, has helped control serious rice diseases, practi- 
callv eliminated hog cholera from the island, multinly and distribute an improved 
variety of rice seed throughout Taiwan, reorganize farmers’ associations on a 
democratic basis, carry out an effective land-reform program, establish rural 
health centers, improve and extend irrigation, and develop forestry. 

Widespread benefits for rural people also are being felt through United States 
assistance to a Philippine program which has helped to establish agricultural 
credit and marketing cooperatives, develop roads, dig village wells, improve 
irrigation, and encourage a self-help community development program. The 
contribution which this program has made toward eliminating the Huk men»ce 
has helped, among other things. to provide for the continued security of United 
States military bases in the Philippines. 

The Philippines also have developed, with technical and defense sunnort 
aid, an effective new approach to the stimulation of local private investment in 
medium and small-size industry. This assistance has been provided through an 
industrial develonment center, which offers technical advice to potential in- 
vestors and peso funds derived from sales of surplus agricultural commodities for 
lorns when needed During the first 2? vears of its evisten e, this aid has 
facilitated the establishment or expansion of over 200 privately owned manu- 
facturing plants; and it has demonstrated an effective technique through which 
assistance can be given to encourage local, private initiative and investment in 
development. Thailand, Taiwan, Vietnam, Laos and Tndonesia now are ex- 
ploring the applicability and possible use of this technique. 

Ineressed technical and administrative competence among the citizens of these 
countries is being built up as the result of grants for training abroad, given to 
promising individuals that return to help administer the affairs of government, 
staff educational institutions, hospitals and government services, and take nart in 
economic develonment projects. A total of anproximately 5,000 particinants have 
come from Far East countries to the Wnited States for training in this part of 
the program since fiscal year 1951. Of these, nearlv 3.800 have completed their 
training and returned to their countries, carrying with them not only new knowl- 
edge, skills and exnerience but a hetter understanding of the Tinited States, 
Several hundred also have been helped to receive training in other countries 
of the region. Training in their own edueational institytions is heine steadily 
improved, through 20 contracts with 15 separate American universities. 
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With certain exceptions, on the other hand, aid thus far given has not in- 
creased substantially the ability of these countries to meet their economic 
and financial needs out of their own efforts and resources. Progress in this di- 
rection can be pointed to in the case of Taiwan (Formosa) and the Philippines, 
where aid has been given long enough to show concrete and significant results. 
In the case of Taiwan, illustrating this progress, the combined revenues of the 
central and provincial governments have increased by approximately 139 per- 
cent between 1952 and 1957, as a result of the broader tax base made possible 
through aid in diversifying and expanding agricultural and industrial production. 
These larger total revenues of the government made it possible for the gov- 
ernment to increase its contribution to the military budget by 159 percent during 
this period. In contrast, the proportion of United States financing for this 
purpose, during the same period, declined from approximately 21 percent to 16 
percent. 

In the case of the Philippines, forestry and mining, to which technical and 
economic aid has been given, have produced for export, in 1956, approximately 
$80 million more than they produced in 1950. Moreover, improvements in gov- 
ernment operations and the large number of Filipinos that have been trained, 
with United States aid, now make it possible to plan a gradual reduction in 
the number of projects over the next 2 years, and to reduce the number of 
United States personnel. 

In other countries, where problems are more serious, and aid has been given 
over a shorter period of time, few basic improvements in their financial and 
economic situation can yet be pointed to. This, however, is to be expected. Un- 
like the situation in Europe which led to the Marshall plan, their fundamental 
problem is one of development rather than of recovery. The devastation of war 
in countries like Korea and Vietnam has retarded progress toward development ; 
but the slow progress is accounted for, fundamentally, by the wide variety of 
factors which the emerging countries have to overcome in order to achieve eco- 
nomic development and which require time for their solution. Therefore, in 
nearly all the less developed countries the fruits of development, in terms of 
fundamental economic advances, should not be looked for quickly. 

On balance, the accomplishments thus far may be summarized as follows: 

(1) A reasonable degree of economic stability has been maintained in the face 
of heavy spending for military purposes: 

(2) The capacity for defense has been strengthened by improvement and ex- 
pansion of transportation, telecommunications, and power facilities ; 

(3) These facilities, together with programs that have been initiated in agri- 
culture, health and education, are laying foundations for a sound economic de- 
velopment, on which the countries will capitalize increasingly as time goes on; 

(4) The control of Communist efforts at subversion has been more effective 
as a result of the improved security conditions, substantial economic stability, 
and improvement in living conditions which these programs have helped to bring 
about; and 

(5) The Government and people, through technical assistance, have been 
helped to help themselves in ways not now precisely measurable but which cer- 
tainly will be important in the longer run. 


WHY MORE FUNDS ARE NEEDED 


Despite progress, old problems, which caused the need for aid in past pro 
grams, still persist. Five countries of the region maintain armed forces which 
still are far beyond their ability to support, with the costs in most cases recently 
increasing rather than decreasing. If supporting military forces in the same 
proportion to its area as Korea, California would have about 38 million men 
under arms; if in the same proportion to area as Taiwan, the number would be 
nearly 7 million men. Should inflation get out of control as a result of spending 
for this purpose, the certain results are a deteriorating economic situation and a 
loss of both civilian and military morale which could seriously impair the will 
of civilians to support the defense effort and decrease the effectiveness of the 
forces, themselves. Additional economic burdens were imposed on countries like 
Korea and Vietnam by the major task of reconstruction they faced when hos 
tilities ceased, and by the problem of trying to adjust their economies to the loss 
of those parts of the country then occupied by Communists. 

Other Far East countries not so heavily burdened with military costs also 
face economic difficulties. Despite the continuing high level of Janan’s snecial 
dollar earnings derived from military and other United States spending, both its 
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balance of payments and foreign exchange reserves have shown an unfavorable 
trend in recent months, While the Philippines have made considerable prog- 
ress in strengthening the conditions essential for internal security and economie 
growth, stability is not yet by any means assured. Although Thailand already 
faces rising budget deficits, continued high expenditures are required in order to 
maintain a satisfactory defense posture, which in turn is dependent upon reason- 
able economic health; and programs essential to the maintenance of this defense 
posture cannot be wndertaken without assistance. In Indonesia, where recent 
political developments have greatly weakened the Government’s econ»mic posi- 
tion, budget deficits have been rising rapidly, foreign exchange reserves have 
been falling, and serious economic difficulties may be imminent. 

Governments also still lack the funds to expand essential services and encourage 
other economic activities that are needed to assure internal stability and a sus- 
tained popular support for the military effort. Serious deficiences in managerial 
competence and skilled labor persist, a situation that has resulted in a number 
of countries from generations of existence in colonial status from which they 
have only recentiy been freed. 

The problem, fundamentally, is that the countries of this region, with the excep- 
tion of Japan, are economically underdeveloped, characterized by an excessive 
dependence on agriculture and low income per person. Industry and natural re- 
sources are generally undeveloped, and the gross national product ranges from 
$50 to $200 per capita as compared with over $2,300 in the United States. The 
rate of investment is low and, aggravated by the political and economic uncer- 
tainties, there is a tendency for the limited funds available for investment to be 
used in speculation, the purchase of real estate, or for high interest-bearing small 
loans, rather than for productive enterprises in which they lack experience. The 
major exports of the area are agricultural commodities which are vulnerable to 
worldwide fluctuations in demand and price, and which yield insufficient and 
erratic export earnings. They all have to import a wide variety of commodities, 
from consumer goods including foodstuffs to machinery, equipment, and indus- 
trial raw materials. Their ability to pay for these imports is restricted net only 
by their limited foreign exchange earnings but also by the fact that the demand 
for such commodities is increased as the result of heavy internal expenditures for 
military and development purposes. 


FISCAL YEAR 1958 PROPOSALS 


The $708 million in defense support, technical cooperation, and special assist- 
ance, proposed for countries of the Far East in fiscal year 1958, is the amount 
believed needed in order to make possible their contribution to the common 
defense and serve other interests mutually shared by the country and the 
United States. In arriving at the figures proposed, the ability of the country 
itself to finance the programs for which aid is proposed has been carefully 
examined, looked at against the background of the economic considerations that 
have been described above. The ability of the country to make effective use of 
the aid also has been taken into account. In estimating the requirements for 
defense support assistance, local currency assistance from past or prospective 
Public Law 480 programs has been fully considered 

Defense support.—The $668 million proposed for defense support is for assist- 
ance to the seven countries located around the perimeter of Communist China, 
which face more immediately the threat of armed Communist aggression, Cam- 
bodia, China (Taiwan), Korea, Laos, the Phillipines, Thailand, and Vietnam. 
Nearly 95 percent of this $668 million total is programed for the 5 of these coun- 
tries that maintain armies costing considerably in excess of what they, them- 
selves, can finance—Cambodia, China, Korea, Laos, and Vietnam. 

One important part of the defense support aid proposed for this latter group 
of countries will be in the form of a direct local currency contribution to the 
military budget, or for meeting the local currency costs of the construction of 
purely military facilities. The amount in local currency programed for this 
purpose in fiscal year 1958 is the equivalent of about 46 percent of the total 
$668 million of defense support that is proposed. 

In order to increase the mobility of the military forces and make them more 
effective, however, it is necessary that the country have a certain minimum of 
roads, airfields, telecommunications, and electric power. For the improvement 
of existing and the construction of new facilities of these kinds, another 25 
percent of the funds proposed for defense support is programed. 
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Furthermore, with the present low living standards of the people and their 
intense desire for visible progress, internal stability, and sustained support for 
the military effort will not be achieved unless the governments also pay attention 
to conditions affecting the people’s welfare, and take action to create a situation 
under which a satisfactory morale is possible. The remaining 29 percent of 
the defense support funds will be used for projects related to this purpose. 

Initially, approximately $530 million of the $668 million total proposed for 
defense support in fiscal year 1958 will be used largely to import salable com- 
modities, which will generate the local currency to be made available for military 
budget support and for projects related to the defense effort that fall within the 
eategories noted above. This means of providing local currency support therefore 
provides also a supply of essential commodities for sale on the local market, thus 
helping to reduce the danger of serious iiflation. 

The principal commodities to be imported under this 
grains, dairy products, cotton, Soybeans, 
machinery and spare parts, el 


program are bread 
fertilizer, petroleum products, textiles, 
ectrical equipment, motor vehicles, coal, chemicals, 
pulp and paper, and iron and steel materials. Of the amount planned for such 
commodities, $98.2 million are to be used for the purchase of surplus agricul- 
tural commodities from Government stocks, for which the Commodity Credit 
Corporation will be reimbursed. 


Technical cooperation.—TVhe $39 million for technical cooperation includes 


$3.1 million for a slightly expanded productivity program in Japan, continued 
along present lines. An increase also is provided for technical assistance to 
Korea, and sinall increases are proposed for Vietnam, Cambodia, and Laos. 
These four countries share in Common an experience under colonial rule, dur- 
ing which their citizens had little opportunity to gain the technical and manage- 


ment competence needed to staff governinent services and educational institu- 
tions and implement a broad range of actin 


ivities for which they have responsibility 
now, With the experience gradually buiit up over the past 2 years, it is believed 
lively utilize the proposed additional amounts of aid. 

In contrast, a somewhat smaller amount is proposed for the Philippines because 
the technical assistance provided during past years appears to have built up a 
suflicient number of competent, trained Filipino personnel that United States 
assistance for these purposes can now be continued at a lower level. 

Activities to which this assistance will be related 
in past programs, 


these countries now can effec 


are along lines common 
Industry, public administration, and police administration 
are important in some programs As in the past, considerable attention will 
be paid to agriculture, education, and health 

In those countries where defense support assistance also is given, the two 
are closely integrated, each one having its own distinctive use in advancing the 
objectives sought of the program as a whole. 

Npecial assistance.—The $1 million of special assistance funds is requested 
for equipment and supplies to support police training in Indonesia, 

The above proposals for aid make no provision for assistance aimed at progress 
in longer-range development beyond the 


minimum believed necessary to support 
the defense effort. 


It is assumed, therefore, that funds appropriated under the 
development Joan fund will be available to the nine countries for which the 
above forms of assistance are recommended, and in addition to Burma, for 
projects in economic development meeting the criteria established for aid pro- 
vided under that fund. Many of these countries have recently achieved their 
independence and now are struggling with the problems involved in maintaining 
it. Suecess requires that they develop a stronger economic base, and help the 
people to achieve higher living standards. This, in turn, depends on development 
of their economies beyond that which is possible in any of these countries with 
assistance provided under defense support, For these cogent reasons, the 
aspirations of the governments and people of these countries for economic 
advancement rank in importance with their desire to maintain their 
independence. 

As noted, the funds requested under “Defense support” in fiscal year 1958 are 
substantially lower than the amounts made available under this catevory in 
previous years, in line with the more limited definition of defense supp: rt now 
adopted. The development loan fund, therefore, is an essential part of the aid 
required for the full achievement of the objectives of the United States sought 
in giving aid to these countries. 


92522—57—pt. 6—-11 
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SUMMARY STATEMENTS OF PROPOSED FISCAL YEAR 1958 PROGRAM IN INDIVIDUAI 
FAR EAST COUNTRIES 


1. Cambodia.—The defense support aid would provide substantial budgetary 
support for Cambodia's military forces, together with modest amounts of financial! 
assistance to economic projects strengthening the defense effort. Of the eco- 
nomic projects, emphasis will be on continuing support to the construction of 
the highway from Phnom Penh to the new seaport, to other highway and bridge 
repair projects, and to improvement of airfields. Modest assistance also is 
planned to extend irrigation, power, and urban water-supply systems. Techni- 
cal cooperation will emphasize assistance to agricultural extension and crop 
diversification, to an industrial development service aiding private investment 
in small industries, to vocational education, and to a rural community develop- 
ment program that has been highly effective in bringing benefits to the people. 

2. China (Taiwan).—The defense support assistance is aimed primarily at 
helping the economy of Taiwan to support the heavy military costs without a 
disastrous inflation or reduction in living standards. In addition to local cur- 
rency assistance for military projects, which cover approximately 16 percent of 
Taiwan’s total local currency defense budget expenditures, very substantial 
assistance is planned to expand facilities for the generation, transmission, and 
distribution of electric power. This is required by a growing industry which is 
needed to provide employment for the expanding population and the revenues 
for the Government, which will help keep down the cost to the United States of 
the Taiwan defense effort. The proposed program also includes funds to im 
prove telecommunications, railway facilities, and airports, and for the develop- 
ment of coal mining. Funds for technical cooperation, at a somewhat lower 
level than in previous years, will continue to provide industrial advisory services, 
assistance in improving Taiwan’s agriculture, forestry, and fisheries—through 
the JCRR—and help through university contracts in improving training institu 
tions in Taiwan. 

3. Indonesia.—Technical cooperation proposed for Indonesia is aimed funda 
mentally at helping the Government improve its services in agriculture, health 
and education, which contribute to the welfare of its people, and at providing 
other technical services relating to its broader economic and industrial develop 
ment. Emphasis in the fiscal year 1958 proposals is placed on: Improvement in 
Indonesia’s educational facilities, particularly in vocational training, medicine, 
engineering, and agriculture; the continuing development of Indonesia’s nation 
wide malaria-control program; the provision of technical services in industry, 
transportation and power; the strengthening of free labor unions, and the de 
velopment of agricultural extension and research, livestock improvement, and 
fisheries. The $1 million proposed for special assistance is to aid in training 
Indonesia’s civil police. 

4, Japan.—The technical cooperation funds proposed for Japan are primarily 
for a productivity program, designed to improve production, management, and 
marketing techniques in industry. The fundamental purpose of this program is 
to help Japan find a solution to the economic problems likely to develop when 
special dollar earnings derived from United States military and other spending 
in Japanese decline. Funds will be spent mainly to finance teams of specialists 
representing management and labor in important Japanese industries, going 
to the United States and other countries for study and observation. The program 
also finances United States specialists going to Japan to conduct seminars on spe 
cial problems. A modest increase in assistance is proposed for fiscal year 1958 to 
help finance two United States-Japan university affiliations, a larger number 
of agricultural and industrial participants, improvements in the utilization of 
neglected agricultural uplands, and a broader extension of the program to labor 
and small business. A small proportion of the amount requested will be used 
to assist a special program training Japanese personnel in modern systems of 
managing Civilian air traflic, and to finance Japan’s participation in the Presi 
dent’s program for the peaceful uses of atomic energy. 

5. Korea.—Assistance to Korea, the largest United States program of economic 
and technical aid, is aimed at providing what Korea cannot provide out of its 
own resources to import essential commodities, meet necessary military ex- 
penditures, control inflation, and carry forward such rehabilitation and strength- 
ening of the economy as are essential to Korea’s defense and the prevention of a 
deterioration in its limited ability to support its growing population. This will 
include the construction of electric power facilities and bridges, the rehabilitation 
of harbors, and the further dieselization and other improvements of its strategi 
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cally vital railways. Assistance also is planned to irrigation, fisheries, mining, 
and city waterworks. Compared with fiscal year 1957, an increased amount is 
proposed for technical cooperation, to help build up more rapidly the technical, 
management, and administrative personnel required for the development of 
Korea and the successful handling of its affairs of Government. 

6. Laos.—Assistance proposed for Laos provides for the full amount of the 
military budget, and for a very substantial proportion of the cost of the civil 
police forces organized to help control internal subversion. Because a minimum 
of political stability is essential to the maintenance of necessary forces, the aid 
proposed also will help rehabilitate and construct important segments of the 
national highway system, improve airfields, and add to the electric power ca- 
pacity in small urban centers. Smaller amounts will help improve crops and 
livestock, develop forestry resources, eradicate malaria, and give support to a 
civic action program benefiting people in the rural areas. 

7. The Philippines.—VDefense support assistance proposed for the Philippines, 
in addition to providing funds for the construction of military barracks and of 
training and air-defense facilities, will coutinue support to the improvement 
of highways and ports. Equipment and supplies also will be provided to con- 
tinue programs in irrigation, malaria control, the digging of village wells, and 
self-help community development program, aimed at improvement of rural living 
conditions as an important means of maintaining the stable and secure internal 
situation which the Philippines now has achieved. In technical cooperation, the 
amount proposed for fiscal year 1958 is smaller than for previous years, but is 
believed adequate in view of substantial help already given the Philippines in 
training personnel, establishing training institutions within the Philippines, and 
strengthening Government services in a wide variety of fields. The funds pro 
posed for the fiscal year 1958 program will be used primarily for two activities: 
community development, with supporting services in agricuiture, health, and 
education, and advisory assistance to Philippine private investors undertaking 
small and medium-size industries. 

8%. Thailand.—A small part of the defense support assistance proposed for 
Thailand is programed to meet remaining costs of such military projects as the 
construction of certain airfields and training facilities and the improvement of 
un important naval base. The larger part is to continue assistance to the im 
provement and construction of highways having both military and economic 
significance. Assistance also is being given to strength national police forces, 
which help to maintain internal security throughout Thailand at the local levels, 
and to prograims in agriculture and health for improving living conditions which 
provide a sounder fundamental basis for internal security. The technical co- 
operation proposed will emphasize programs of agricultural extension and train 
ing, the diversification of agriculture, and training in public administration, 
health, teachings and engineering. Assistance also is being given in fiscal man- 
agement, the training of government officials in public administration, and the 
development of improved economic policies. 

9. Vietnam.—The larger part of the funds proposed for Vietnam is needed to 
assist in meeting the local currency costs of the military effort. This local cur- 
rency will be generated through the sale in Vietnam of imported commodities, 
thus avoiding serious inflation in the face of heavy spending for military pur- 
poses. Of the funds programed for other purposes, a substantial proportion is 
for highway and bridge construction, and the improvement of aeronautical ground 
facilities and waterways necessary to provide mobility for the armed forces 
Substantial assistance will be continued to strengthen the civil police forces, so 
that they can more effectively maintain security at the local levels. Funds also 
are provided to continue assistance to rural resettlement, the rehabilitation of 
irrigation and drainage facilities, and the improvement of medical, agricultural) 
and voeational educational facilities, aimed at helping to maintain the condi 
tions on which internal order and government support depend, A slightly larger 
amount than in fiscal year 1957 is proposed for technical cooperation, because 
of the great need for trained persons competent to handle the expanded respon 
sibilities of the new Government of Vietnam, and in view of the government’s 
increased ability to use such aid effectively. 


Dr. Moyer. I would like informally to cover three points: One, 
the highlights of what has been done with funds that have been made 
available out of congressional appropriations for programs in the 
Far East area: second, tell some of the highlights of what we propose 
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to do in 1958; and third, the reasons why we think the funds proposed 
are needed for those progr ams. 

Taking a look, first, at what has been done with funds that have 
been made available, I want to give a few facts covering these pro- 
grams from the beginning, and then of last year’s program, but more 
in particular to tell some of the t} ings that I think have been accomp- 
lished with the use of these funds. 

Going back in the past, we can say the programs in their present 
general form began toward the end of fiscal year 1950, when the pro- 
gram on Taiwan began assuming the form it now has. The programs 
in the Far East did not all begin in the same year, nor are they all 
of a similar pattern, such as in general characterized aid programs in 
Europe under the Marshall plan. 

They developed on a country by country basis as the menace of 
communism gr: adually spread through this area, as United States in- 
terests were increasingly affected, and in response to the needs of these 
countries which it was decided and agreed upon with the country the 
United States should help meet. So there is a great v: ar iety in these 
programs. 

But summarizing what has been spent in them through fiscal year 
1957, the total figure is approximately $4.1 billion. Now, of this $4.1 
billion, somewhere around $700 million was given through the French 
for the support of the French Expeditionary Force and the armed 
forces of the Associated States. 

Roughly another $1.1 billion has been made available directly to 
the independent States of Cambodia, Laos, and Vietnam. This in- 
cludes small amounts that were given before they became independent, 
I ought to mention, plus the much large ‘rr amounts that have heen 
given since independence. 

The amount for Korea is slightly more than $1 billion during this 
period. For Taiwan, it is an aggrecate of somewhere around $700 
million. The balance was made available for programs in the remain- 
ing countries of Burma, Japan, the Philippines, Indonesia, and Thai- 
land. 

From this you can see that oe the entire his story of these pro- 
grams, as now, the great bulk of the amount of aid given was for 
those countries around the peciphery of Communist China, more 
directly threatened with Communist aggression, that are supporting 
large armed forces. 

Now, a quick look at 1957 funds. Some 90 percent of the amount 
for 1957 has been made available to 5 countries; Cambodia, Taiwan, 
Korea, Laos, and Vietnam. A large part of this has been made avail- 
able in such ways that the countries have been able to meet the local 
currency support of their armed forces. The amount programed 
for that purpose this year is approxim: itely 44 percent of the $854.1 
million being made available in 1957. The balane e is for various types 
of projects, both the local currency cost and the dollar cost, split 
roughly in half between these two costs. These Sones ts include such 
things as improvement of the railway system in Korea, considerable 
building up of highways in Vietnam, Thailand, Cambodi: ‘ and Laos, 
electric power in Taiwan, fertilizer plants in Korea and Taiwan, an 
industrial development center and an electric power survey in Vietnam. 
Aid has been given to the improvement of irrigation in several coun- 
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tries and for the strengthening of civil police forces in Laos and cer- 
tain other countries. 

[ will not go into further detail, but I will say that we expect all of 
the defense support and technical cooperation funds so made available 
to be obligated as of June 30, but there will be somewhere in the neigh- 
borhood of $30 million under development assistance that will not be 
obligated. This was set aside for Indonesia and Burma under loan 
agreements with these two countries. The programs have moved more 
slowly than we expected. We have obligated very conservatively and 
therefore have not obligated up to the amount expected. 

Now, what has been accomplished with the spending of these funds? 
We hear m: iny comments on this subject and occasionally we hear a 
statement made that we have nothing to show for the money that 
has been spent. 

Out of the last 12 months I have spent approximately 2 in the 

various countries of this area, and I have discussed the situation with 
many of our own officials and people of the host countries, and I have 
traveled within the country looking at what has happened. I think 
that there is a great deal that can be shown for money that has been 
spent. 

I give a number of details in my prepared statement. but I would 
~~ to point out several. 

. There now are more than 1.5 million troops which these various 
Bin ies have been maintaining and which have been strengthened 
with United States military equipment and training. With assistance 
under these programs it has been possible to maintain reasonable eco- 
nomic stability in the face of heavy spending for those purposes. In 
fact, there have been improvements in the economy of a number of 
them. Taiwan, starting from a situation where there was a 64 percent 
price rise in a year, now has only a relatively small annual price rise, 
This committee is familiar with the situation that has existed in Korea 
There is still some inflation in Korea, but the situation is relatively 
under control. 

In the Philippines, improvements in the internal situation have 
helped to provide an essential component in the effort to deal with 
the Huk menace which has been brought largely under control; and 
these improvements in the situation intern: lly assist in pr oviding for 
the continued security of United States bases in that country. 

In Vietnam, in spite of the enormous spending for military forces, 
for refugees, and for many other projects essential to improvements in 
the situations that have occurred there, the economic situation today is 
relatively stable. I have heard statements that no progress has been 
made on the economic side. The facts do not substantiate such a 
statement. 

Looking at another side of it, on rural improvement, the results of 
the JCRR program in Taiwan have been such that I think there isn’t 
a single household on that island that in some way or other has not 
benefited. 

In the Philippines our help over the last 2 or 3 years has given con- 
siderable support to the program of the late P resident Magsays: Ly, also 
bringing benefits and hope into the situation, which is very impor- 
tant. Take malaria. I doubt whether many people realize what has 
been happening in the Far East over the past few years. 
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In Taiwan before, 1 out of every 4 had malaria. Today, it is about 
1 in 200. 

In the Philippines, it was 1 about every 10. The prevalence has been 
reduced 80 percent. 

In Thailand malaria was widespread. It is nearly eliminated in 
Thailand today. 

Take another project which I think is not well known. The de- 
velopment of 4-H Clubs. They are now developing in nearly all of 
these countries, with considerable enthusiasm. There are nearly 7,000 
different clubs in these countries that developed without help from 
these programs. The 7,000 clubs have in them about 200,000 boys 
and girls. 

I saw in Korea a boy raising a Duroc-Jersey hog. The hog was al- 
most as tall as the boy, but the boy was just bursting with ‘pride as 
he showed me his project book. He had all the data in that, how much 
it cost, what he was putting into it, and he told me that he was raising 
it at a profit. Well, these are some of the things going on which I 
think may not be well understood. 

A great deal, I believe, is happening in these countries, building to- 
ward sounder foundations, which don’t appear at the moment but in 
due course will. 

On the other hand, it is true less progress has been made in building 
up basic economic strength, though that isn’t true in all countries. 
Take Taiwan and the Philippines, where these programs have been 
going long enough so that results can be seen. Revenues since 1952 in 
Taiwan have increased by about 139 percent. This increase has made 
it possible for the Chinese Government to increase its contribution to 
the military budget by 159 percent. 

That has made it possible for us to reduce our contribution from 19 
percent of the total to 16 percent of the total. And there are others. 

I am taking too much time, but the point is, except for the areas 
where the programs have been going longer, we cannot expect too 
great, progress in visible results of economic development. This is a 
deve ‘lopme nt process, it is not a recovery process. 

Now, for 1958, we are proposing a total of $708 million. This com- 
pares with $854.1 million being made available in 1957. For defense 
support, there is $668 million ‘proposed. This compares with $783.5 
million made available in 1957. For technical cooperation we are 
proposing $39 million. This compares with $36.6 million in 1957. 

For special assistance we have just one item of $1 million. Of 
course, there was no special assistance in fiscal year 1957. There was 
development assistance. _ development assistance, $34 million was 
made available in fiscal year 1957. 

Mr. Jupp. What is the $1 ‘aillion ? 

Dr. Moyer. That is for Indonesia. 

I would like to say there, about defense support, that its objective 
is to provide just that amount of economic assistance which is essen- 
tial to have a successful defense effort. Now, what is required to meet 
that definition? Obviously, support to the military budget where the 
country cannot support the amount itself. But more than that is re- 
quired. A successful defense effort requires transportation facilities; 
it requires telecommunic ation facilities and some power, in order to 
increase the mobility and effectiveness of troops. It requires a third 
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general type of support also. No defense effort will succeed unless it 
has in the country a base of internal order and popular a gg The 
best armies in the world will not be effective unless there is a healthy 
internal basis. So that, to meet this definition of defense deeper’, we 
also include what we think is a minimum of assistance to achieve this 
purpose. 

As Secretary Robertson has put it, defense support is to maintain 
the status quo—not to go forward with long-range development, but 
to meet the status quo. The amounts we are proposing under defense 
support, as divided between these 3 groups are: About 46 percent for 
military budget support; about 25 percent for these transport, tele- 
communications, and for facilities type of projects; and about 29 per- 
cent to meet the last category. And just one other thing in this 
connection : 

Secretary Robertson discussed the relationship between military 
assistance and defense support. I think this is important enough for 
me, also, to emphasize. Put very frankly, there is practically no rela- 
tionship. Military assistance is determined by what the country needs 
of hardware and other things provided in the military program. De- 
fense support is what is needed to meet the economic problems which 
the country faces as a result of maintaining military forces. Now, 
if forces are cut, it is possible that defense support can be cut. But 
defense support in most cases cannot soundly be cut just because mili- 
tary assistance is cut. 

Now, why do we need these amounts? I have given a part of the 
answer. Another part is that the same problems which required aid in 
the past still exist. I won’t go into them, but they are still pertinent 
problems. If we are to help these countries meet them, these amounts 
of aid, we think, still have to be given. 

Thank you. 

Chairman Zasiocki. Captain Robbins. 


STATEMENT OF CAPT. BERTON A. ROBBINS, JR., DIRECTOR, FAR 
EAST REGIONAL OFFICE, OFFICE OF THE ASSISTANT SECRETARY 
OF DEFENSE FOR INTERNATIONAL SECURITY AFFAIRS 


Captain Rossrns. I would like to have my prepared statement in- 
cluded in the record and make summary remarks with the aid of my 
charts. 

Chairman Zastockt. Without objection, the prepared statement 
will be included in the record. 
(The statement is as follows:) 


The situation in the Far East leaves no room for complacency. Difficult 
as it may be, however, there are two factors which have worked to the ad- 
vantage of the free world and thus of the United States. The first of these 
is the clear and unmistakable desire for independence, freedom from Com- 
munist domination, exhibited by the nations of the Far East. The second is 
the effectiveness of the aid which the United States has provided to these 
countries. 

World War II devastated the Far Eastern countries to a greater degree than 
many of us realize, for, although the number of structures and facilities which 
were destroyed may have been smaller than in Europe, a far greater proportion 
of the few modern means of life that they had were wiped out than in Europe. 
In countries such as Vietnam, where there were but few roads and bridges 
and little industry, the destruction caused by the Second World War and the 
more recent conflicts with the Communists was a national catastrophe of greatest 
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importance. To all these countries the shock of World War II and the subse- 
quent chaotic conditions have produced a social revolution altering the nature 
of the whole area. 

When the flood of Communist aggression in the Far East was finally brought 
to a standstill, the “dictatorship of the proletariat’ had engulfed the half 
billion people of mainland China, the 11 million of North Korea, and the 12 mil- 
lion of North Vietnam. The free nations found themselves subject to violent 
threats to their security from both aggressive foreign armies and active fifth 
columns. Japan has today a million Communist voters, organized by a dis- 
ciplined, well-trained, underground structure. Korea, under an uneasy armistice, 
faces a numerous, well-equipped enemy to the North, and fights active subversive 
elements within menacing the security of the country. Taiwan, while facing 
the daily threat of attack from the mainland, looks back over its shoulder at 
the hidden menace attempting to penetrate its island fortress. 

In the Philippines the remnants of the Huks are tying down major portions 
of the national armed forces, and in Vietnam, where an uneasy truce sepa- 
rates the Communist North from the free South, well-hidden, armed, and directed 
Communist cadres wait the opportune moment to throw South Vietnam into 
chaos. Cambodia—poor and weak—seeks a knife-edge accommodation between 
communism and the free world by asserting a neutrality whose plausibility is 
questioned by both sides. Distant Laos, with a 600-mile border common with 
the Communists, and with 2 of its Provinces virtually in Communist hands, is 
seeking a peaceful means to absorb into its body politic the virulent infection 
in these 2 Provinces. 

Although Thailand is anti-Communist, it has good reason to fear the Com- 
munists within its borders and the threat of Communist invasion. Guerrilla 
activity and sabotage undermine the internal security of Burma, which must 
watch the deliberate crumbling of its border with China as the enemy infiltrates 
and occupies. 

In Indonesia last year 6 million of the 37 million voters cast their lot with the 
Communists. The stresses and strains in this archipelago have not been re- 
solved by President Sukarno’s attempt to form a government including Com- 
munists. Militant and subversive communism remains a continuous threat in 
Malaya and Singapore to the stability and security of these two evolving political 
entities. 

The continued existence and the future security of these countries depend on 
the two factors I first mentioned, the will to freedom and the aid and support of 
the United States. With our help, the weak and disorganized Nationalist forces 
of China have become a courageous and effective fighting organization, Without 
American aid, devastated Korea would have no army and, in fact, would prob- 
ably have ceased to exist. Without our assistance, Cambodia, Vietnam, and Laos 
would undoubtedly now be in Communist hands. The ability of war-wracked 
Japan and the Philippines to defend themselves against communism is constantly 
improving, largely as a result of substantial aid from the United States. Strong, 
dependable forces are developing in Thailand which, because of its strategic loca- 
tion, is a key area on the land mass of Asia. 

Today we have military assistance agreements with all the non-Communist 
states of the Far East except Burma and Indonesia. Laos is not permitted by 
the restrictions of the Geneva accords to entertain a United States military 
mission, but it is the recipient of aid materiel through the agency of the penta- 
lateral mutual assistance agreement of 1950 among Laos, Cambodia, Vietnam, 
France, and the United States. Burma and Indonesia maintain a posture of neu- 
trality. 

In addition, we have mutual defense treaties with Korea, Taiwan, and the 
Philippines, and a security treaty with Japan. We are also members of the 
ANZUS Pact with Australia and New Zealand. We are members of SEATO 
with the Philippines, Thailand, Pakistan, Australia, France, New Zealand, and 
the United Kingdom. By protocol to the SEATO Treaty, the members have 
placed Vietnam, Cambodia, and Laos under its protection for support against 
aggression in accordance with the terms of the treaty. 

The nations covered by our fiscal year 1958 program are the same as those 
in fiscal year 1957: Korea, Japan, Taiwan, Philippines, Vietnam, Cambodia, 
Laos, and Thailand. Our request for military assistance funds for this area for 
fiscal year 1958 is about $690 million. This amount, which is practically the same 
as for our fiscal year 1957 program, is necesSary to continue the required support 
of the approved forces of these nations and to provide for a very limited strength 
ening of elements of these forces. As in recent years, the bulk of our aid will be 
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provided to Korea, Taiwan, and Japan. These are the countries with the greatest 
forces and the greatest capabilities to receive and use our equipment and training. 
Although the proposed programs for the other countries receiving military aid 
are small by comparison with these three, it should not be assumed that it is any 
tess important that effective support be continued to the Philippines, Vietnam. 
Cambodia, Laos, and Thailand. 

For the ground forces, the amounts requested are necessary to insure main- 
tenance of the quality and usefulness of equipment already furnished. This re- 
quires the furnishing of large amounts of spare parts and components and small 
amounts of equipment for attrition replacement. A small amount of equipment 
is programed to fill out equipment deficiencies of existing forces which have not 
previously been programed. 

For air defense, the situation is much the same. However, it has been necessary 
to program certain jet aircraft to modernize existing air-defense forces in order 
that they may have some capability against the rapidly growing modern jet 
forces of Far East Communist forces. 

Naval forces are receiving a program largely devoted to maintenance and re- 
pair. Here again some limited strengthening is necessary, however, if these 
forces are to be able to play their part in meeting combined defense requirements 
in that area. This is especially true in the case of Japan, which has a high poten- 
tial capability in this field. In addition, the importance of maritime affairs and 
ocean shipping to the Japanese makes the growth of a stronger Japanese Navy an 
important and integral part of the nation’s security in the years to come. The 
existence of such a force, together with naval forces of other free nations in the 
Pacific, will provide a significant deterrent to Communist aggression. 

Opposed to the free world in Asia are over 3 million Communist forces; over 
2% million Chinese, 350,000 North Koreans, and 350,000 North Vietnamese, plus 
the numerous and insidious Communist cadres and cells engaged in subversion, 
sabotage, and guerrilla activities. 

The forces we are aiding through our program amount to over 1,800,000 men. 
With this program our allies in the Far East have developed increasingly capable 
forces equipped with modern arms suitable for their expected area and type of 
operations. These forces represent a return on our investment in security which, 
although difficult to measure on a monetary scale, is certainly far above the cost 
to the United States of the military assistance program. The provision of military 
assistance has enabled these nations to absorb and effectively utilize the equip- 
ment provided them. These nations also provide within their financial capabilities 
a share of the support burden to achieve an effective level of combat readiness 
for their forces. In the case of Japan, because of her scientific, technical and 
industrial potential, an increasing amount of United States military assistance 
is being furnished to aid the country in developing the capability to produce mili- 
tary equipment from her own resources more suited to Asian economies, skills and 
ability to maintain. 

Without this program these forces could not for any practical purpose exist. 
They would not be equipped, they would not be trained, they would have no 
military effectiveness. Without this program it is doubtful whether some of these 
free states would themselves exist today. The security of these nations must be 
maintained in the interests of preserving peace. 

With this program we have made it possible for these states to work toward 
a climate of internal security and national stability which are essential to their 
development both political and economic. With this climate these states can 
grow and develop a strength of their own. It is essential that this climate be 
maintained to permit that growth, for as these states become stronger so does 
the free world. As the free world becomes stronger its ability to defeat the 
Communist attack, whether by overt aggression or the many insidious forms of 
subversion, becomes more assured. 


Captain Rorprns. Without further ado. we will speak to the first 
chart, which is a chart of the Far East. It shows in this tremendous 
red area, of course, the Communist Far East. In blue we show the 
countries which are elicible for and receiving grant military as- 
sistance: Japan, South Korea, Taiwan, the Philipnines, the Indochina 
States of Vietnam, Cambodia, Laos. and Thailand. 

Also in this chart, but not in the Far East, Asia, East Pakistan and 
the corner of West Pakistan. 
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Countries eligible for military sales are Indonesia and Burma. Also 
a part of India is shown here. 

An interesting thing about this chart, of course, is that here we have 
a presentation of exactly what old professor Mac Kinder used to claim 
was the source of strength for the world, and that is the possession and 
contro] of the heart land. This is a part of the basic theory of 
communism. If you control the heart land, you can move into com- 
plete control of the world. This is exactly what they are trying 
to do. 

In the Far East the Communists have over 500 million in Red China. 
I was conservative when I said 560 million. I think Secretary Robert 
son would say close to 600 million. 

Mr. Rosertrson. The population is increasing 15 million per year, 
so it would soon be right whichever figure you use. 

Mr. Vorys. It has been going up while you have been arguing 
about it. 

Captain Roperns. There are 11 million for the North Koreans and 
1 million North Vietnamese. 

On our side, we have considerably less, 90 million Japanese in the 
small area of their islands; 22 million in South Korea, about 11 mil- 
lion on Taiwan, about 23 million in Thailand. In the Indochina 
States, a total of about 18 million, and 20 million in the Philippines. 

Now, these countries are the countries which are truly committed 
and on our side. They are allied to us by treaties of various types. 

There are many problems faced by these countries, problems which 
are serious, problems which are extremely important to the salvation 
of the free world. In South Korea we have what is all too uneasy an 
armistice. You are all aware of the statement made in the Military 
Armistice Commission last week, by which the United Nations com- 
mand declared that the gross violations of the Communists have made 
it impossible for us to adhere any longer to the article controlling 
arms. That action was taken after long and serious, careful thought. 
It was taken reluctantly, I think I can say. But if we are going to 
maintain our position, we must redress the imbalance which has grown 
up, day in and day out in the 4 years since that armistice was signed 
by the complete ignoring of it by the North Koreans and Chinese. 

In Japan we have another prob lem. We have 1 million Communist 
voters in Japan. I am not saying all of those voters are Commu nists 
per se, but = *y are certainly very carefully controlled and completely 
controlled, by a very tightly knit we ‘Il-organized Communist org: iniza 
tion which has an increasingly effective underground. 

We can assume that with the establishment of the Russian Em 
bassy, again, in Japan, that their support will increase and not de 
crease. The problem in Taiwan is too well known to require much 
elaboration. hess 3 people are facing a continuous day-in-and-day- 
out threat by an aggressive, well-armed enemy who is constantly 
strengthening his position. 

In the Philippines, although the Huk threat has been reduced, 
still exists. It still requires an extensive use of military forces by 

the Philippines. Not only the Philippine Scouts, but their own true 
military forces who are employed in keeping that threat down. 


Going to the Indochina States, we will take Laos first. Little Laos. 


the most distant, the least accessible, the most difficult to support, has 
a border of over 600 miles on Communist States either China or North 
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Vietnam. She has two provinces which are occupied by the Com- 
munists, now. She has no strength, she has no force of any practical 
nature. However, if she falls, the whole of Southeast Asia is open to 
communism. 

The Vietnamese are faced with a truce much the same as we have 
in Korea. It is being observed in the same way by the Communists. 
In other words, they are ignoring it and doing whatever they desire 
to build up their stre neth, i increasing their relative strength over the 
South Vietnamese. 

The Thais are our stalwart friends. They are the anchor of 
SEATO. They border on Laos, they border on Cambodia and 
they border on Burma. They have been fairly successful—they 
have been quite successful in maintaining their internal strength 
against Communist subversive forces. However, it is a constant battle, 
a constant fight. 

In Burma we have a poor situation, a very poor situation. This 
country is continually racked by internal sabotage and subversion. 
It has another added feature in that the entire Chinese border of 
Burma is constantly being infiltrated by Chinese Communist forces 
who simply move in. 

The story in Malaya and Singapore is one well known. This is a 
very serious situation, a very critical situation, one which has never 
been solved. And now we have two evolving states in Singapore and 
Malaya. They have proble ms which are facing them which are serious 
to the entire area. The position here of Sing apore and Malaya as 
respects trade with the East and W est, is quite apparent. 

The situation in Indonesia is extremely difficult. Six million Com- 
munist votes out of 37 million in the Jast election. 

The problems in Indonesia have been a subject of newspaper copy 
for some time. I don’t think it is necessary to go into the details there. 
It isa sad situation and we see no end to it right now. 

The picture I have just painted is not a good one. The situation is 
one which must be kept in hand. These countri ies, our friends, provide 
a barrier to this vials expansion of communism in the Far East. They 
are our frontier. They are the Marches states of the Far East. 

[ remember reading so much of the Marches barons on the borders 
of Wales or the Marches barons on East Prussia. These are the 
Marches states today. Their preservation and their support is just as 
important to the preservation of Christianity, shall we say, or the west- 
ern world, as was the preservation of those Marches states in the old 
days. 

The ‘y not only provide an island chain of defense you might say, but 
they are also valuable to us because of their strategic materials, their 
protection to our trade routes and the prevention of any further 
Communist aggression to which we are committed. 

In order to strengthen these countries, in order to form them into a 
framework which will provide the best opportunity for our successful 
defense of that area, we have various pacts or collective sec urity ar- 
rangements. We have bilateral security treaties with Japan, the 
Philippines, Korea, and Taiwan. 

We i ave the SE ae Treaty with the United States, Philippines, 
Thailand, Australia, New Zealand, Pakistan, United Kingdom, and 
France. 
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We have ANZUS, the United States, Australia, and New Zealand. 
We also have for coordinated United States-Far East military affairs, 
the coordinated command of CINCPAC which takes over this entire 
area on July 1, and we have our military advisory and assistance 
groups in all of these countries with the exception of Indonesia, Burma, 
and Laos. Laos has a special situation. 

In military assistance the Department of Defense is doing its best 
to support the United States program in the defense of the Far East 
and the development of these countries. 

In 1950, 5 percent of military assistance was going to the Far East. 

The situation has changed very radically. In the fiscal year 1957, 
46 percent. 

Mrs. Cuurcn. Is that a classified figure ? 

Captain Rosprns. No, ma’am. 

This growth is a recognition of the problems we face and the needs 
which exist in that area 

During the period 19! 50 to 1957, just over $4 billion worth of military 
assistance has been programed for the Far East. By the 30th of June 
this year, $3.174 billion will have been expended—this is not obligated, 
this is expended. which means that as of June 30, we will have just 
over 1 year’s worth of program based on the 1958 program which has 
not been physically provided. That isa pretty short pipeline. 

For 1958 we are asking $690 million. Of this $690 million, $194 
million is programed for force improvement. $496 million is for the 
maintenance of forces. 

Now $496 million for the maintenance of forces covers that multitude 
of things which we must do to preserve the quality and the usability of 
the equipment and materials we have already provided. $194 million 
for force improvement covers those items which are still required and 
which we estimate can be used by these forces to build up closer to 
what we feel their objective should be. Much of that will be aircraft. 
Very little of it will be artillery or trucks, things of that nature. 

Of this $690 million, the Big Three in the military assistance pro- 
gram are Korea, Japan, and Taiwan who get 87 percent with only 13 
percent for the other 6. This may seem like an unequal division but 
actually, of course, it is not. 

In Korea and in Taiwan we have large forces. The largest non- 
Communist forces outside of the United States. They are combat- 

capable. They are capable of absorbing, they are capable of using. 

They are extremely poor and require our support. 

The other member of the three, Japan, has abilities which do not 
exist anywhere else in the Far East. A tremendous industrial ca- 
pability, talents, know-how, a feel for machinery which is far beyond 
that we encounter in other parts of the Far East. She also is now 
just in the state of cetting orowth in rearmament. She is capable of 
absorbing much. She must absorb much if it is going to be possible 
for us to carry out the program which was announced the other day of 
a substantial reduction in our forces in Japan. 

Remember, Japan is the most important target of the Communists in 
Asia. She is a tremendous prize. Her industrial capability added 
to the Communist capability would be overwhe Iming 1 in the Far Fast. 

Now, purely on an illustrative basis, each one of these blue columns 
represents the 1950 to 1957 program in these major categories. Then 
we will see where we stand. 
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This is what we have already delivered against the 1950 to 1957 
program. About 75 percent of the aircraft. About 45 percent of the 
ships—those are your longest lead time items—about 75 percent of 
the ammunition, 90 percent of the artillery, and 90 percent motor- 
truck. 

In the proposed 1958 program, we are adding about 8 percent more 
in aircraft, about 15 percent in ships, 30 percent in ammunition, about 
8 percent—®d to 8 percent in artillery. Less than 5 percent in motor 
trucks. 

The reason this figure is down so low is because the great majority 
of our motor vehicle supply is in the regional motor vehicle rebuild 
program which I believe has already been discussed with you. 

The ammunition is an interesting item—30 percent. Now the rea- 
son that figure is high is because it is a positive indication that the 
forces in that area which we are developing are reaching a very in- 
creased capability. ‘They can go into a higher degree of training than 
they had been able to do before. That means we have the opportunity 
of putting them through regular training cycles to get them in the 
field, to get them to use their weapons and learn to use them in various 
types of operation. 

Therefore, we are going to use more ammunition. I am sure you 
gentlemen are all interested in this—also Mrs. Church. The defense 
cost, the annual cost per soldier. 

The great big old United States. Now I am sure Mr. Robertson 
would be very eAeeDS if I did not add that to maintam a United 
States soldier in the Far East costs considerably more than this. 

Mr. Vorys. You better get your chart fixed up. We are all unhappy 
about that chart. 

Captain Roppins. These are the costs to maintain a soldier in the 
Far East where we have programs. Now fortunately for us, in one 
way I suppose, the Korean and the Taiwanese are at the bottom of the 
list but I don’t think that is anything to cheer about. Those poor 
fellows don’t get enough to live on, in my honest opinion. 

Mr. Roperrson. Wait a minute. You are not ready to turn the 
chart on that $3,500 are youf You must explain the difference be- 
tween your figure and mine of $6,500, which I get from the Defense 
Department. 

Mr. Vorys. You surely do need to explain it. 

Captain Rossis. I will be very happy to. To maintain a soldier 
in the Far East, take him out there and move him back, everything 
must be moved out. It costs more to ship equipment, material, and 
him. 

a Ronerrson. And the figure is $6,500 overall cost / 

aptain Ronpins. It is an excellent figure based on the information 
omit le, 

Mr. Jupp. The $3,511 was just pay, clothes, housing and food. 

Captain Ropers. That is right. 

Mr. O'Hara. How can we continue to use the figure of $6,500 and 
then have another figure of $3,500 thrown at us without confusing ev- 
eryone, including ourselves 4 

Mr. Jupp. $6,600 is right for the total cost. This is just four items 
of the cost. 

Mr. O'Hara. Isn’t it possible to get together on one figure ? 
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Mr. Jupp. That is what Mr. Vorys suggested. 

Mr. O'Hara. I think Mr. Vorysis right. 

Mr. Roserrson. I think there should be no confusion about it. We 
are thinking about what it costs the United States in dollars to main- 
tain an American soldier in Korea for a year. The cost is $6,500. 

Mr. O’Hara. I have used the $6,500 figure on my constituents and 
they say, “You are wrong, Congressman,” and they quote this other 
figure. 

Captain Roppins. It provides pay, food. clothing. and hous! ne for 
a United States soldier no matter where he is, whether he is in th 
country or not. It is $3.500. When we move him into the Far East 
it adds another $3.000. 

Mr. Vorys But he isn't worth an thing to defend a forelon hase if 
he is sitting in the United States. If you want a realistic combination 
or comparison, show what it costs to have an American in the Far 
East defending a base—we have been told that t] bases are of some 
importance. Let’s not have him home, or have tas at home and away, 
but have him Ol the base. And then we have these other fellows on 
the base and then we have something to compare. 


iS 


” 


STATEMENT OF COL. H. H. CR a DEPUTY DIRECTOR, OFFICE OF 
PROGRAMING AND CONTROL, OFFICE OF INTERNATIONAL SE- 
CURITY AFFAIRS, DEPA PTMENT OF DEFENSE 


Colonel Crirz. We have had this figure in our other presentations 
because we use the same Sain XE imple of “pay, house, feed and clothe,” 
and we are now trying to develop a total cost for all of these coun- 
tries, these same things for all of these expenses. ‘The reason we didn’t 
do it in the beginning was because we couldn’t break jt out of some of 
these foreign countries’ budgets as to how much was going into de- 
fense costs. 

So much was going under the table and so much above the table. 
W e are attempti ng to deve lop that, sir. The reason we selected these 
IS bec “aAuse the ‘se four items we could positively i entify around the 
world. We will develop these other figures as we can break them out, 
and insert them in the record. 

Mr. Vorys. That makes me and Mr. O’Hara happy. 

(The Department of Defense subsequently furnished a classified 
memoran a covering the above request for information.) 

Captain Rorers. The effect in 1958 of the militar y as sistance pro- 
gram and the military defense support program, pe he local defense 
contribution, is equal to 1.8 m illion active Far Ea yidiers, at a cost 
to the United States of $754 per man. 

Now tosum it un. 

(1) We have the initial nerement of a may ie for ee contribution 
to F: astern ce fense p ovicd d by Korea al 1] iIWalig a I mentioned 
erie ae are large combat-ready forces. 

(2) Far Eastern countries receiving military assistance have con- 
tributed the forces to man the equivalent of 90 ground divisions, 405 
mag prong es ana aircraft. soft 

(3) Military assistance has provided the Asian countries with in 
ternal sec urity as well as a system of defense against Communist 
domination by subversion or armed aggression. 
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(4) Military assistance by deterring aggression has made possible 
stabilization in Far Eastern countries and h: is thereby countered Com- 
munist efforts. 

(5) Continued military assistance is essential to Far Eastern coun- 
tries if the “vy are to resist pressures of international communism. 

That is all. 

Chairman Zan.ockt. Thank you, Captain Robbins. We will pro- 
ceed under the 5-minute rule and members may ask questions of either 
Secretary Robertson, Dr. Moyer, or C aptain Robbins. 

Chairman Gordon. 

Chairman Gorpvon. Thank you, Mr. Chairman. 

l would just like to thank the gentlemen for their fine presentation 
this afternoon including their display of charts. At this time I have 
ho questions, 

Chairman Zaniocktr. Mr. Vorvs. 

Mr. Vorys. What changes do you contemplate—I will ask the team 
to answer as they wish—in the location or reduction of our forces 
out there? There has been talk about it in Taiwan and it has been 
announced in Japan. 

aptain Rospins. In Japan we have already announced there will 
be a withdrawal of our ground combat forces. I am not informed as 
to just where those ground combat forces will go when they leave 
Japan. That is a decision which I presume will be or has been 
reached by the Joint Chiefs of Staff but it has not been communicated 
to us as vet. We must work at the present mome nt on the knowledge 
that the Vv are to he removed and removed in a short per iod of time. 

We are also advised there will be substantial reduction o f our forces 
which would be in addition to the ground combat forces. 

l think that we have a pretty eood idea of where some of these 
troops may go but | would rather not enter it into the record, s 

( ‘hain man ZasLiocktr. You may proceed otf the record. 

( Discussion off the record. ) 

Mr. Carnanan. Are all United States ground combat forces to be 
re moved from Japan / 

Captain Rossins. They are, sir. 

Mr. Carnattan. Have we any forces in Korea not a part of United 
Nations forces / 

Captain Ronpins. Yes, we have a few. It is not really a force, sir. 
It isa part of the Military Assistance Advisory Group. 

Mr. Carnanan. That isall, Mr. Chairman. 

Mr. Farssrern. Will the gentleman yield? 

Mr. Carnanan. Yes, I yield. 

Chairman Zasnnockt. Off the record. 

( Discussion off the record.) 

Chairman Zantockt. On the record. 

Mrs. Crrurcu. What is the actual reason really for removing the 
forces from Japan ¢ 

Captain Rossins. I would like Mr. Robertson to answer that. 

Mr. Rorerrson. It is a Department of Defense decision so TI think 
If race he | etter for vou to answer it. 

Captain Rospins. We have no desire to maintain any more forces 
ove Tsens than absolutely necessary for our purposes. 

Joint Chiefs of Stafl feel th: ay the Japanese are deve loping o 9 

apabilits which has removed the need for maintaining ground combat 
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forces in Japan. In other words, they feel they are in possession of 
a capability which can take the place of those United States ground 
forces in Japan. 

Mrs. Cuurcu. How long has the decision been under consideration 4 

Captain Rospins. How long it has been considered I do not know. 
The decision has been made only recently, very recently. 

Mr. O'Hara. The reasonable presumption is that the transfer from 
Japan was caused by the Girard incident ¢ 

Captain Rogprins. I do not think it was caused by that at all. I 
think the decision is entirely separate from the Girard incident. 

Mr. Carnanan. Are the Japanese anxious to have the troops re- 
moved ¢ 

Captain Roprins. They are anxious to have a reduction of forces 
when it is deemed possible to make a reduction ; yes, sir. 

Chairman Zasiockr. There is no question that moving the United 
States ground troops weakens the security of Japan é 

Captain Ronsins. The situation in the Far East which requires 
and controls the disposition of our forces is a matter w hich Is a con- 
stant subject for study and review by the Joint Chiefs, sir. The Joint 
Chiefs have wen at the position that we can safely withdraw the 
ground troops in Japan. 

Therefore, the only assumption to be made is that they do not fee] 
our pasition is weakened in Japan by their withdrawal. 

Mrs. Cuurcu. We were told when we were in Japan that a very 
subs antial amount went into the Japanese economy because of the 
existence of the troops. Will we have to put in more economic aid 
and defense support when we take our troops out ¢ 

Captain Ropeins. We do not provide any defense Supp eco 
nomic aid to Japan 

Mrs. Cuurcn. But will we have to/ 

Captain Roses. We think the economy will find a difference when 
those forces are removed and they will be faced with the problem of 
making up the difference. 

Mr. Carnauan. There is quite a heavy unemployment figure being 
quoted that is a result of the removal of the American forces. 

Capt aun Rorpins. That is very true. Of course, we have the situa 
tion think in Japan where you can’t have your 0 and eat it, too. 
You can’t have the benefits of having e xpe sities s by forces and still 
get ri idl of the forces. 

Mr. Carnanan. Is 1 your opinion that the Japanese have very 
carefully come to the conclusion that they would like to have the 


] 
i! 


forces removed, not withst: _ 1e economic effects. 
a god a OBBINS. rts Bins that would appear to be their decision. 
Mr. Ps This e: eg the record. 


( Diseussion "off the cae 





Chairman ZabLocKks. Congressman Judd. 

Mr. Jupp. Mr. Chairman, I was going to make a speech in Congress 
on this, but I will make it up here this afternoon. This is a report 
our subcommittee issued 314 years ago after visiting Japan in 1953: 

United States troops should be withdrawn from Japan as rapidly as the Jap- 
anese can develop effective forces and American military headquarters should 
be moved from Japan either to Okinawa or Korea. 
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That was in the summary after we had discussed what was develop- 
ing in Japan as a result, in part, of our troops there. I am sorry it 
took them 3% years to get around to it, because our situation in Japan 
would have been better, in my opinion. That is, the defense of Japan 
is not our troops on the ground. As soon as they had enough troops 
of their own to maintain internal order, the defense of Japan was the 
retaliatory threat of American air power, which doesn’t require our 
ground troops in Japan. 

Now, Mr. Secretary, you gave us your estimate of what might hap- 
pen in the Far East if we were to weaken in our support of this pro- 
gram and it was a dark picture. 

You suggest what would happen, if the Communists stand pat as 
they are, and we were to weaken. Would you give your estimate of 
what the prospects are, if we stand pat, stand firm, and continue our 
program as we have been going ? 

Mr. Rosertson. Mr. Congressman, I think that is the only way we 
can ever win over the Communists. 

Mr. Jupp. Do you think we can win if we do that ? 

Mr. Ropertson. I think we can if we stand pat and firm. If we 
weaken, Asia’s present suspicions will be confirmed: that we are get- 
ting ready to change our policy and withdraw our opposition to the 
Red Chinese regime. As this committee well knows, once we with- 
draw our opposition to the expansion of Communist power and influ- 
ence in Asia, there is no opposition left. It is all gone. 

Mr. Jupp. My point is, do you think that—auntil this recent apparent 
indecision or uncertainty on our part, we had been making headway ? 

Mr. Roverrson. I think we have been making good headway. There 
is probably more suspicion of Communist objectives in Asia now than 
there has been at any time since the end of the war. The action of 
the Russians in Hungary was a tremendous shock to the Asians. 
Many of them had accepted the explanation that the Russians made 
at first, that this was just a revolution inspired by American agents. 
But as the truth became known, it was a tremendous shock to them. 

In the countries, the so-called neutralist countries of Asia, like in 
Burma and Cambodia, I think there is a more acute awareness of 
Communist objectives and more suspicion of their motives than have 
ever existed before. 

Mr. Jupp. Then, is this an accurate appraisal of the situation, that 
at the very time they are more awake and more alert and determined 
in their resistance to communism, we in the West who have been coax- 
ing them to wake up, find ourselves on the verge apparently of becom- 
ing divided, and being urged by some even to adopt an appeasement 
posture. On the eve of victory, in the last inning of the game when 
we are winning, we begin to falter? 

Mr. Roperrson. IT agree. Just as we are beginning to win, we ought 
not to be thinking about giving away the ball game. 

Chairman Zastockt. Will the gentleman yiel 1? 

Mr. Jupp. Yes. 

Chairman Zaniockt. I would like to eall attention to the gentleman 
that in 1955 a similar study mission comprising members that made 
the report from which you quoted revisited, among other countries, 
Japan, and reported as follows: 

The study mission noted with approval that there has been a reduction of 
American forces stationed in Japan. Those still stationed there are being con- 
centrated in a few central places rather than dispersed widely over the island. 
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Evidently the. Defense Department immediately followed the sug- 
gestions of the committee and began to reduce the forces. There 
wasn’t a 314 year lapse before they got around to it. 

Why are we so anxious to deal with the Communists in London 
when all the evidence you have so adequately prese nted reveals that 
their activity in the Far East belies their statements in London? Why 
are we dealing with them ? 

Mr. Jupp. Probably he doesn’t know any more than you or I know 
the reason. I feel we ought to say “You just start keeping the agree- 
ments you made yesterday and then we will talk about making an- 
other one. Until you do, there is nothing new to discuss. What. 1s 
the use in oly ing then 1 all that advantage of appearing to be interested 
in real settlements when they are not é 

Chairman ieee ck. I believe we should have some justification of 
our position and policy. 

Mr. Jupp. The Captain showed us this border of the Marches 
barons which the Chinese Communists have not been able to pie rece, 
but our allies have pi erced it in reverse by insisting on going into Com- 


munist China totrade. This isa toueh one even for us to understand 


here. If I I were a Korean or a Thai or a Filipino ora free ( ‘hinese I 
would | be eveh more puzzled. Here is the United States spending all 
this money to build up their forces against Red China and then our 
allies destroying their morale by trading with Red China. 

That is my next question ~ Mr. Chairman, to any of the eentlemen: 
What value will the forces, for example, on Taiwan be, no matter how 
combat ready or how well equipped they are today, if they become 
Col Vo ced that t] ey are bell FY USe | is sort ot mel enaries ior us, and 
we and other allies have abandone vl the | hope of their ultims ite ‘ly soing 
back to their homes in a free China? What value will those forces 
have if their morale is reduced through lack of united resistance to 

Communists who have enslaved their people? Now, maybe the 
Captain would speak about that. 

Captain Rorprns I think again [ will try to get Mr. Robertson to 

answer that one. 


Mr. Rorerrson. Well, if I understand the policy of this Govern- 
ment it is to support the National Government of China and oppose 
the Red reoime. This was surely dramatically contirmed by Con 
eress in the last session when the Kelly resolution pledging continued 
support to the Nat t] mn list (rovernment of China and opposition to the 
admission of Red China into the U. N. passed the Congress by a vote 
of 391 to not hing in the Tlouse. ind 86 to nothing in the Senate nan 
election year. Both parties adopted almost identical planks in their 


part y pl: itforms oer ing Support of the National (rovernment and 
gy admissio Red ( na into the U. N. Both candidates 


went before the Ci 1K oph 


opp SIN 
e gala iting their support on that plat- 
form. Tecan say it is aT] the policy of this Government 


Just hecause you have Noisy and articulate hewspaper eclitors and 


columnists advoce iting A < hange in the policy | would like to change 
that word eee pecan | don’t mean to be otte nsive. Just because 
you } ‘ peop! > | » have disagrs ec] with ft his poliey in the past and 
are Kot ing very artic ali ate about thel Ir disagree ment today that doesn’t 


mean that the Gove rnment has ch inged j its police Vv. 
Mr. Jupp. My point is, somehow or other we have to make clear to 
our people and to people everywhere that there has been no change 
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in our policy. Otherwise, it doesn’t make sense to build up armed 
forces with billions from one hand if, with the other hand, we destroy 
their morale, and their hopes. Isn’t that right 

Mr. Roserrson. The point I want to make is that there has been 
no change whatsoever in our estimate of the threat of the Chinese 
Communists. They haven’t become more peaceful. Behind the 
facade of their peace talk, as L tried to point out, everywhere they 
are building up their military capabilities. 

Mr. Jupp. I would like to ask a couple of short questions if I may, 
Mr. Chairman. 

You said that Vietnam was spending [security deletion] percent of 
its revenue for its defense. I don’t know quite how they do that. 

Mr. Rorrrtrson. They just spend more on defense than they take 
n. That isexclusive of | nited States aid. 

Mr. Jupp. Do you mean they are running the printing presses ? 

Mr. Roserrson. They havea big deficit. I will give you the figures. 

Mr. Jupp. They are spending more for defense than their total 
revenue and this extra [security deletion] percent, and all the ex- 
penses of the civilian government are being borrowed or printed, o 
handled as a deficit? Then, I have to ask Dr. Moyer, what is the end 
of that street? How long can they keep on doing that? I mean, we 
must have some plan to deal with that kind of a situation. 

Dr. Moyrr. The defense expenditures are greater by this amount 
than total revenues, but that excludes receipts from the United States 
America, 

Mr. Ropertson. I said that. 
Dr. Moyer. The United States of America, however, makes up the 
ditference, so the vy are prac tie ally in balance. 

Mr. Jupp. We are making it up so they are in balance, but actually 
they are spending on defense more than they take in from all their own 
taxation and other sources ¢ 

Mr. Rowerrson. Exclusive of our funds, ves 

Chairman Zaprocki. Then to be factual al bout it, the percentages 
they spend should be used rather than the [security deletion | percent 

Dr. Moyer. Their defense expenditures including what we contrib- 
ute are more than their total revenues. 

Mr. Jupp. Including what we contribute ¢ 

Dr. Moyer. The total defense expenditures are greater than total 
revenues but the defense expenditures include what we contribute. 


STATEMENT OF MISS HELENE GRANBY, CHIEF, FAR EAST PRO- 
GRAM STAFF, ICA 


Miss GRANBY. What these figures mean is that if the Vietnamese 
had to support the cost of their military forces it would take all of 
their revenues, plus some, and it is because of this situation that the 
United States has to provide military support to keep the country’s 
budget approximately in balance and thereby maintain financial 


Mr. Jupp. The cost of their armed forces as they are maintained 
today is [security deletion] percent more than their total revenues. 

lor. Mover. That is correct, 

Mr. Rornerrson. That does not include our direct military aid. It 
not include military hardware. 


] 
(LOeS 
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Dr. Moyer. Not military hardware, no. 

Mr. Rorertson. It is the cost of maintaining their forces, exclusive 
of direct military aid—military hardware—that is more than their 
total revenue. 

Mr. Jupp. It shows in 1956 they have a deficit of [security deletion | 
before our aid and a deficit of [security deletion] even after our aid. 

Mr. Furron. How is their fiscal year compared to ours 

Miss Granpy. Their fiscal year is our calendar year, January 
through December. 

The funding however is provided on a fiscal year basis to take care 
of calendar year requirements. 

Mr. Furtron. So it is really dependent on our calculations to _ 
whether there is a deficit or not because our fiscal year begins July 
of each year and terminates June 30. 

It isn’t quite accurate as a statistician to hear it compared in that 
regard without explanation of the difference between the fiscal years. 

Mr. Jupp. I would like to ask this question on the chart showing 
the stuff we have furnished. Why have we been able to supply only 
45 percent of the ships th: at were programed for the Far East? Are 
they being built, new ships? You said there was a long lead time. 
We have so many ships I would have supposed rn ships were being 
taken out of our surpluses. 

Captain Rossins. Not all of them. A number of those ships, for 
instance, are minesweepers which are all wood, nonmagnetic. There 
has been tremendous dciaanc for (hose slips all over the world and 
the need has been greater for our forces and the European forces 
than it was in the Far East where we were providing most of the 
ships. The majority of the ships would be ships of that type. It 
has been also a question of their capability to handle these ships. They 
have had to be trained and it is an extensive training problem. 

Mr. Jupp. Tam through, Mr. Chairman. 

Chairman Zanvockt. Mr. Farbstein. 

Mr. Farssterxn. Mr. Robertson, you expressed very strong opinion 
about permitting sale of nonstrategic materials to Red China and yet 
Japan has expressed not only a desire but an intention to do so. Here 
we are going to supply them with some tremendous sum in aid. Do 
you have any opinion about that? What do you think of it ¢ 

Mr. Roperrson. Well, you know we have for years been making con- 
certed efforts to maintain a CHINCOM differential—in other words, 
to maintain a stricter control over items for China than on items 
going to the Soviet bloc in Europe. Some of our allies have main- 
tained that it was unrealistic to have any difference between these lists 
as Red China could get what it needed through their Soviet partners 
in Europe. That, in our opinion, is a great ove arsimp lification. 

Mr. Faresre1n. Our opinion or your opinion 

Mr. Ropertson. Our opinion. The opel nt’s opinion. In the 
first place the long haul through Siberia greatly increases the cost to 
the Communists. It is estimated that this and other costs increases 
their cost some $200 million to $300 million a year. You can’t be 
exactly accurate about the figure. 

Also, when they have to barter through the Soviet bloc, it limits their 
bartering ability. You see they have very meager foreign-exchange 
reserves and many of the things they buy they have to arrange for 
their purchase through barter agreements. It makes them establish 
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priorities for what they can get and it slows up delivery of what they 
do get. 

Now we don’t say that they can’t get some of the things they need 
through the Soviet block. They can. But abolishing the differential 
greatly facilitates their getting wa at they need much more quickly. 
It reduces the cost. And what we are doing in this struggle with the 
international Communists, is silaoyinie for time. So that everything 
that slows down their warmaking potential, we feel, is in the interests 
of the free world. 

Now Red China has an army of some 21% to 3 million men, It 1 
dependent upon the Soviet bloc, if 1 reme mber the figure correctly, er 
about 95 percent of its war materials. Now that very factor for which 
we are criticized—making them dependent upon each other—is in our 
opinion one of the greatest factors of maintaining the peace in Asia. 
You can’t support a 3- million-man army on rice paadies, That means 
that Red China cannot venture into overt aggression Asia unless 
they get a green light from Russia. Russia has got 6 aah them 
with the munitions ‘they need to carry on the war once they use up the 
reserves on hand. And the very fact that Russia has problems of her 
own in Eastern Europe and the Middle East and around the world, 
would indicate that she couldn’t afford to give a green light to Red 
China for a major aggression in Asia. 

Now the objective of the Communist bloc is to build up Chinese 
industry so that it can manufacture its own war materials. From our 
standpoint anything that slows up industrialization of Red China— 
so long as they are hostile, aggressive, and threatening war—all of 
which ‘they are under their present regime—is in the interests of the 
free world. 

Mr. Farnstern. From what I have read I understand this country 
is inclined to permit sale by Japan to China of nonstrategic materials. 
Is there anything to that? 

Mr. Ropnerrson. I did not understand your question. 

Mr. Farssrern. As I understand it, it is the intention of this country 
to permit the sale of nonstrategic materials by Japan to Red China. 

Mr. Roprrtson. In the consultative group in Paris we proposed a 
compromise, the decontrol of some of the items on the differential list. 
Our proposal was supported by 8 out of the 15 nations participating 
in this multilateral control group. Seven of the nations voted with 
us. Four voted with Great Britain. [Security deletion.] Two did 
not vote. [Security deletion. ] 

Later Great Britain unilaterally announced she would not abide by 
the majority decision and since Britain has said that she is going to 
abolish the differential trade in these items which she calls nonstra- 
tegic materials, many of the other countries, I think, will follow 
suit v deletion]. What I wanted to emphasize is that it isn’t 
our “permitting” these countries to do this. We can only exert our 
influence in the Committee. Although the majority of the Com- 
mittee voted with us, Britain wouldn’t be bound by that vote and an- 
nounced her independent decision to abolish the differential between 
the Chinese Communist list and the Soviet bloc list. 

Mr. Faresrern. One other question to Mr. Moyer. I notice you use 
interchangeably “defense support” and “economic aid.” 

Now is “defense support” “economic aid,” or is it in support of the 
military. I wish you would define it a bit more clearly for me. 
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Dr. Moyer. Defense support is the amount of economic assistance, 
whether you call it “economic aid” or something else which makes it 
possible for the country to carry out its defense effort adequately. 

Mr. Farrsrern. Can we infer it is aid to sustain the military or is it 
aid beyond the sustenance of the military ¢ 

Dr. Moyer. It is not beyond sustenance. 

Chairman Zasiockt. Mrs. Church. 

Mrs. Cuurcu. Thank you. I have just three questions, all short, 
I think. 

I am interested in what is happening in Laos. [Security deletion. | 

Mr. Rosrrtson. May I answer off the record. I think you will un- 
derstand from the nature of what I say why I want it to be off the 
record. 

( Discussion off the record. ) 

Mrs. Cuurcu. Mr. Chairman, the other question is just one of fact. 
Ithink. Have the Japanese moved any nearer toward changing their 
constitution about rearmament ? 

Mr. Rosertson. They have not yet, although I think they will. 

Mrs. Cuurcu. Even though we are pulling out our troops? 

Mr. Roserrson. I am inclined to think they will. 

Mrs. Cuurcn. Thank you, Mr. Chairman. 

Chairman Zasiockt. Mr. Selden. 

Mr. Sevpen. Thank you, Mr. Chairman. 

How many troops do we contemplate withdrawing from Formosa ? 

Mr. Rosertrson. I had heard of no contemplated withdrawal from 
Formosa. Most of our American military forces in Formosa—about 
two-thirds of them, I believe, Captain Robbins—belong to our MAAG 
over there. 

Captain Roppinxs. Actually, sir, it is about half, but we have no 
troops as such on Taiwan. 

Mr. Sevpen. I should have used the words “military personnel” in- 
stead of troops. 

Mr. Rorrertrson. That is different. I will let you answer that, Cap 
tain Robbins. 

Captain Rorsrins. I don’t know whether you were here when Ad 
miral Stump spoke or not. 

Mr. Sevpen. I was present during his testimony and am aware of 
the recommendation he has made in that connection. 

[Security deletion. ] 

Mr. Sevpen. Will this withdrawal of our personnel, both military 
and civilian, necessitate additional defense support in that particular 
area ? 

[Security deletion. ] 

Mr. Sevpen. What effect will this withdrawal have on the economy 
of Formosa ? 

Captain Roprrns. It may have some effect. I think Dr. Moyer may 
be able to answer that better than I. 

Dr. Moyer. I think it would be small. 

Mr. Rosertson. I think on the contrary it might help it. The 
Chinese Government has to provide housing and various kinds of 
services for these people. I think on balance, the situation would be 
better rather than worse. 
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Dr. Moyer. It is a question of balancing how much they spend, there, 
against this other factor. 

[Security deletion. | 

Mr. Sevpen. I understand, but haven’t we some nonmilitary per- 
sonnel on the island’ Both the ICA and the State Department have 
pe oe stationed on Formosa, haven’t they 4 

Captain Rosprns. I have no idea how that would affect them. 

Mr. Roserrson. As far as the State Department is concerned, I 
think we have 52 Foreign Service officers and 48 dependents. Just 
about 100. We are not planning to reduce our Department personnel 
there. Weare not overstatfed. We are understaffed, if anything. 

I would like to correct the figure given on the Embassy staff. It is 
42 and not 52. 

Mr. Vorys. Did you say what the ICA staff was? 

Dr. Moyer. 154 as of April 30. That is made up of 92 direct hire, 
and 62 on various kinds of contracts. 

Mr. Jupp. And does not include their dependents ? 

Dr. Moyer. This doesn’t include their dependents. 

Mr. Jupp. Are there many private firms—I mean Standard Oil, 
Singer Sewing Machine, and so on—is there a sizable foreign com- 
munity of Americans working for private concerns ? 

Dr. Moyer. As compared to Manila or Tokyo, for instance, it is 
very small, I don’t know what the number would be. 

Chairman Zanrockt. Mr. Fulton. 

Mr. Furron. I want to tell Mr. Walter Robertson as well as the 
other gentlemen that we are glad to have them back. They always 
give us good statements that make us think further and are very 
inspiring—if I can say that to a friend. 

No questions. 

Chairman Zasrockr. Mr. O'Hara. 

Mr. O’Hara. Mr. Secretary, I was a little concerned to read in the 
Chicago Tribune of yesterday a dispatch from a man named Eugene 
Griffin who is presumably a correspondent of the Chicago Tribune in 
Ottawa. He quotes an unidentified Cabinet member of the new ad 
ministration in Canada who states “We are a Canada-first Govern- 
ment.” He predicted Canada would ask for more trade with Com- 
munist China, ignoring America’s objections. 

Furthermore, he is quoted as saying it is expected that Canada will 
follow the defense cuts introduced by the British and any objections 
from Washington would be ignored. And then there are other ex- 
cerpts indicating a rather anti-American attitude on the part of the 
new Government in Canada. 

Has this occasioned you any concern as reflected on the situation 
in the Far East? 

Mr. Ropertrson. Well, we always like to have our friends and allies 
agree with us. We much prefer having their cooperation. 

Mr. O’Hara. Is there a widening breach between our country and 
Canada, occasioned by the recent elections in Canada ? 

Mr. Rosertson. I hesitate to comment on Canada because it is en- 
tirely outside of my area of responsibility. I have seen in the press as 
you have, that this Government, this new Government would be, shall 
I say, less cooperative with American policies than the previous one 
had been. 








1130 MUTUAL SECURITY ACT OF 1957 


Mr. O’Hara. Would the seeking of trade by Canada—an increased 
trade with Red China—affect our interests to any extent ? 

Mr. Rorertson. I think any trading with Red China that builds up 
her war potential when Red China is hostile and threatening and 
where we, if they do break loose again, would have to bear the major 
burden of responsibility for opposing it, is against our interests from 
whatever source it comes. 

Mr. O’Hara. Then any cuts on the part of Canada’s contribution to 
maintain security in that area would increase the burden upon us, is 
that not true? 

Mr. Rosertson. Yes, but I don’t know that Canada assumes any 
burden of military responsibility in that area. 

Mr. O'Hara. One other brief question. Dr. Judd has suggested that 
we are near the daylight of peace in the cold war. 

Is there any foundation for that hope, or is there any immediate ex- 
pectation of its realization ? 

Mr. Rozertson. Well, we can only speculate about these imponder- 
ables. I think the best hope of peace is in our continued moral as 
well as physical opposition to this evil thing called international 
Communism, and I think if we oppose it long enough, it carries within 
itself the seeds of its own destruction. The only gratification to be 
derived out of what happened in Hungary, where these little kids 
went out and fought tanks with their bare hands, is that they had 
been indoctrinated with this evil thing all of their lives and it didn’t 
take. 

And no where in the world where a Communist regime exists, does it 
exist by the will of the people. It keeps itself in power by purges 
and liquidations and murders and regimentation. 

Even in Russia, after 40 years they allow only about 3 percent of 
the Russian people to belong to the Communist party. The rest of 
them are completely disenfranchised as far as having any say in 
their government isconcerned. And even the little 3 percent represents 
nothing but rubber stamps to approve what the little group at the 
top decrees. 

All over Eastern Europe there is this basic unrest—in every country 
controlled by the Communists there is unrest. 

Mao Tse-tung announced the other day that there are 15 million 
Chinese now faced with starvation and that it may run into 45 millions. 
But down through the years there has been no diminution of export 
of food by Red China in payment for military supplies, industrial ma- 
chinery, rubber and all things they so desperately need. 

We have known for a long time that thousands and thousands of 
people have been dying of starvation in Red China, that they didn’t 
tell you about. You can be sure that there is deep unrest in Red 
China, just as there is in Eastern Europe. 

Mr. O’Hara. Do you see signs of that unrest in China? 

Mr. Rosrrtson. Oh, yes, we get many reports about it. Not only 
that, but Mr. Mao Tse-tung himself has been telling about it late ly. 

Mr. O’Hara. The Admiral the other day pointed out how it is im- 
possible for members from other communities to visit their families 
in Red China without being reported on, so there is no communica- 
tion between villages and communities and because of that he thought 
it would be very difficult within a reasonable period of time for any 
uprising to be organized in Red China. 
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Mr. Ropertson. They have had many uprisings and many food 
riots which they have ruthlessly liquidated. 

Mr. O’Hara. What we hear from home is this: the cold war is cost- 
ing us a great deal of money. If we continue it indefinitely, we will 
be. bankrupt. Our constituents ask, what is the hope of reaching a 
peace, or of perfecting our security, before we are busted? Now how 
should we answer that question 

Mr. Ropertson. Well, sir, I don’t know how you make a peace with 
someone who doesn’t want to be peaceful. It is all very well for us 
to believe in peaceful coexistence, but if they don’t, what can we do 
about it ? 

Mr. O’Hara. Except remain strong. 

Mr. Rosertson. If we don’t remain strong and if we don’t resist 
them, the rest of the world will be taken over and then they will achieve 
their ultimate objective of surrounding us. Lenin laid out plans for 
this years ago when he didn’t control a square inch of the world’s 
territory. 

Yirst we will take Eastern Europe, he said, then the masses of Asia, 
and then America. They no sooner consolidated their revolution in 
Russia then by one means or another they took every country of East- 
ern Europe. Then they got out of the war a base on the mainland of 
China—Manchuria. From there they took over the rest of the main- 
land of China. Before they had been in control of China a year they 
continued their aggression in Korea. They are still there. 

They capitalized on the revolution in Indochina and now occupy 
North Vietnam. They went into Tibet and subdued the Tibetians with 
tanks, as they did the Hungarians in Hungary. | , 

They haven't been static. They have been going forward according 
to plan. They have used aggressive means whenever they could get 
by withit. When they are blocked in aggression, they resort to peace- 
ful talk. 

You can almost pinpoint the day when the Chinese Communists put 
on their peace offensive. You will remember that after the debacle 
in Dien Bien Phu, with a great deal of difficulty we formed the SEATO 
organization, which put them on notice that any further aggressions in 
that area would be met with force. Then they began rattling the sword 
about Formosa, threatening that if we didn’t get out they ‘would take 
it by force. 

Various emissaries came to us, who pleaded that we just couldn’t 
afford to get into another world war over Formosa, let’s give it to 
them. 

Well, the answer to that was the Formosan resolution which went 
through the Senate as I remember, with one opposing vote. As soon 
as they were put on notice that if they tried to take Formosa by force 
they would be at war with us, they immediately changed their tactics 
and went into their peace offensive and offers of trade, aid and cul- 
tural exchanges. 

They are very versatile in their tactics, but I want to emphasize 
that. there isn’t the slightest evidence of any kind that I have seen 
and if there is any that anybody else has seen I would like to be advised 
of it—that they have in any way changed their objective. 

Mr. O'Hara. Thank you very much. 

Chairman Zasiocki. Mr. Prouty. 
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Mr. Prouty. Mr. Secretary, getting back to the question of the 
Japanese economy, it seems to me that if Japan is going to remain 
free and independent, some means has got to be found to maintain its 
economic stability. We find in the United States a great many busi- 
ness and labor groups urging further restrictions on Japanese exports 
into this country. 

Where does she go from here? She certainly has an unfavorable 
balance of trade. 

Mr. Rosertson. In my opinion, Mr. Congressman, i+ is one of the 
most crucial questions in Asia. Japan, as Captain Robbins pointed 
out, is one of the prime objectives of international communism. 

Japan has 90 million people. They are increasing about 1 million 
a year. There were only 70 million at the time of Pearl Harbor, and 
Japan lost in the war about 40 percent of their territory. She now 
has 90 millions of people « oped up in 60 percent of her former terri- 
tory. She has to import about 22 percent of her food and practically 
all of her raw materials. 

Japan must export to live. 90 million people are not going to starve. 
If the free world doesn’t help Japan in finding a place for her exports 
she will have nowhere else to go except to the Communist bloc. 

As far as we are concerned, we are not being just magnanimous about 
it. Japanese trade in the last 3 years meant about $1 billion to the 
American economy. 

In other words, we sold Japan in the last 3 years approximately $1 
billion more than we bought from Japan. Japan is one of our very 
best customers. 

Mr. Proury. Are you including military assistance ? 

Mr. Rosertson. I include nothing but commercial trade. We have 
a very selfish interest in this because Japan is one of our best markets. 
Take the textile situation. Japan’ s export of textiles to the United 
States last year was only about 2 percent of our total production, but 
that is an ov ersimplification. The trouble was caused not by the vol- 
ume but by the concentration in certain categories. 

For instance, while total exports of textiles to us was only 2 percent 
of our overall production, in some categories Japanese imports repre- 
sented 70 or 80 percent of American production. That is where we 
have been working with the Japanese to get them to impose voluntary 
controls in such categories. Spread out the trade so that we would not 
have certain segments of our industry bearing the principal load. As 
we explained to them, “If a gingham mill is closed down on account 
of Japanese competition, it isn’t 2 percent for that mill, it is 100 
percent.” 

At one time they were sending in about 85 percent of our gingham 
production. The Japanese didn’t do this deliberately. They supplied 
what our importers asked for. Our importers or ‘dered the things 
they thought they could sell here competitively to the best advantage. 

The Jap: inese were responsive to our representations. They estab- 
lished voluntary quotas. Our industry in turn has been working 
trying to keep certain States from enacting restrictive laws. It is a 
situation which T think, with a little give and take and patience can 
be worked out. It is one that we should work out from the standpoint 
of our treaty with Japan. It is one we should also work out from the 
standpoint of our selfish trade interests. We can’t afford to lose one 
of our best customers. 
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Take raw cotton. We sell Japan about twice as much raw cotton 
in dollar value as we get back from Japan in cotton textiles. It is 
a situation in which we have great concern, because of Japan’s overall 
economic situation, and also because of our selfish interests. 

Mr. Proury. We have several plywood mills in my State that have 
closed down in the last 2 or 3 months. 

Management attributes this to Japanese imports. That puts those 
of us in Washington in a rather embarrassing position with our home 
folks. 

Mr. Rorerrson. Of course, it does. They are the kind of situations 
that we have called to their attention and to which they have been 
very responsive. They can understand our problem. 

Mr. Fuuron. Will the gentleman yield ? 

Mr. Proury. Yes. 

Mr. Fuuron. Could you give us the names of the plants affected 
in your district and I would like the committee to get from the United 
States Commerce Department what the actual facts are. I hear a 
cood bit of that. 

Mr. Provury. One is in my home community. They are both owned 
and operated by the Atlas Plywood Corp. One is in Newport, Vt., 
and the other is in Richford. 

Mr. Farrstrin. ene ee. the et eee ae any further 
trade between Japan and Red China, weighing in the balance the 
overall benefits that might be attained by Japan wrote a viable 
anes do you have any opinion in connection with trade between 

Japan and Red China? 

Mr. Ropmrrson. Red China is a source of some valuable raw mate- 
rials for the Japanese economy. I have more sympathy with the 
Japanese desire for trade there than I do for most countries. Japan 
is in a position where she just must export in order to live. 

Now, of course, Great Britain has a similar situation, too. Britain 
is a little island with too many people and Britain must also trade 
to live. I am perfectly certain that it was the pressures of the British 
businessmen that was behind the British taking the position they 
did. The British point out they will continue embargoes on strategic 
goods. The Japanese say they will not ship strategic goods but only 
nonstrategic goods. 

That would also apply to the Canadians. Now all of these countries 
are good friends and allies of ours and we are not in a position where 
we can tell any of them what they must do. We can only try to work 
with them and get them to cooperate with us in what they do. 

Mr. Farnstern. Do I understand then you are softening somewhat 
in your definite feeling against any trade as you have st: ated publicly 
between these various countries? 

Mr. Ropertson. I am not softening in the least in my opinion that 
all trade from the standpoint of Red China is in a sense strategic. 
The Red Chinese need everything. They have very limited resources. 
The easing of this trade embargo won’t increase the volume of trade. 
It will only change the pattern ‘of trade. They will stop buying less 
strategic things and buy the most strategic items available to them. 
But overall there won't be any more trade because Red China now is 
using all of her resources to the utmost in buying the things that she 
needs. It will change the pattern of trade and it will change the 
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apportionment of their trade among the various countries who are 
now engaging in it. 

For instance, to illustrate what I mean, you may say machine tools 
are not strategic. In my opinion, precision machine tools, electric 
equipment, motors, diesel engines, transportation equipment—these 
things are in one sense more strategic for Red China than ammunition 
would be. 

If they can get these things to industrialize their economy, to build 
up the kind of « economy they must have to support their big war ma- 
chine, then that will make them independent of the supplies which 
they must now get from the Soviet bloc and greatly increase the mag- 
nitude of their warmaking potential. 

They look upon their problem not in terms of this year or next year 
or 5 years. They look upon it in terms of 25 or 50 years from now. 
They know they cannot industrialize overnight. My position is that 
a short-term profit at the risk of long-term security is a poor deal. 

Mr. Farssretn. Thank you. 

Mr. Jupp. I feel that these ought to be on the record. This state- 
ment: If we don’t stop our enemies with economic pressures, difficult 
as they are, then we shall have to try to stop them later with military 
pressures, with much greater difficulty. 

Now, on the alleged piaster mess in Indochina. The charge is made 
that-so much of our aid going to Vietnam and Laos is handled by a 
few people who are making millions of dollars out of the artificial 
exchange rate. 

What is the situation with respect to the exchange rate on the 
piaster? Then if you have time put in the record also a word on the 
hwan rate in Korea. 

Dr. Moyer. There are certain things I can say on the record and 
will be glad to. There are others that probably should be off the 
record. 

On the record, the exchange rates that have been commonly men- 
tioned almost certainly are well above what would be a realistic rate 
inside the country. They have taken exchange rates in Hong Kong 
which don’t necessarily bear any relation to a realistic rate within the 
country. More than that, Vietnam, for example, has established cer- 
tain taxes levied on imports and other forms of taxes which go into 
the government and cover a substantial amount of whatever windfall 
profits there might be. 

Now it is quite possible that over and above this there still are some 
windfall profits. In fact, I suppose there are because the exchange 

rates may not be entirely realistic. I would say that this is a ques- 

tion which the Vietnam Government is studying, we are in close 
touch with them and we believe something will be worked out satis- 
factorily. 

Obviously these are delicate matters. Obviously also you can’t 
antomatically, quickly change the rate if it is going to stick. The 
French found that out. Tn 1953, in May, I believe, they thought the 
pi: aster wasovervalued. Sothe vc hi ange | it. 

I think it was 18 to 1 or somewhere around that. They changed it to 
35. But the economic factors to hold it weren’t there. The economy 
wasn’t stable. Prices immediately rose inside of 6 months or so, and 
nearly all the supposed benefits were wiped out. In other words, 
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there was no point in changing the rates unless you have a situation 
where you can hold it. 

Otherwise you just chase one rate after another and these coun- 
tries—many of them—have gone through such bitter experiences that 
they are quite properly very sensitive to this whole subject. 

That is the ease of Vietnam. 

Chairman Zasiockt. Does that also apply to Laos? 

Dr. Mover. ee ally the same thing can be said for Laos. There 
are some other factors there which we had probably better discuss off 
the record. 

Now, take Korea, a number of you have been in Korea in the past 
when the discussions were going on, on the exchange rate. I would 
say in the summer of 1955 the Koreans made an adjustment. ‘They 
changed their rate from 180 to 1 to 500 to 1. Since that time there 
have been some price rises and there may be some spread today. But 
the rises since that time have kept within the limits that would re- 
quire the Koreans, as agreed, to consider this question with us when 
it becomes a serious matter. We are sure they will live up to that 
agreement. 

While I am mentioning other countries, I might mention the case 
of Taiwan. ‘This inflation problem is one which exists in every coun- 
try where there is heavy spending for military purposes not compen- 
sated for by some form of produc — 

In ‘Taiwan there has been, over the period of our programs, a long 
series of price increases. From the time this program began until 
now, the Chinese Government has made four adjustments in the rate 
at which counterpart is deposited, adjusting to the changes in prices. 
We think in Taiwan while possibly not entirely satisfactory, that the 
rate isn’t far from what might be considered a realistic rate. 

In other words, we think the problem is not nearly as serious as 
has been portrayed. It is not a simple problem. It can not be solved 
easily. It is one with which the countries themselves are concerned, 
and we have been working with them; and, as I pointed out in the case 


of Korea and Taiwan, substantial adjustments have already been 
made. 


Mr. Jupp. What did you want to say off the record ? 

Dr. Moyer. I could just simply add some details. 

Mr. Rosertrson. He asked you about Laos. 

Dr. Moyer. Now this is completely off the record. 

( Discussion off the record. ) 

Chairman Zaniocki. There is one question I expected Dr. Judd to 
ask and that is whether pharmaceutical supplies are made available to 
some of these countries and then resold by private individuals in those 
countries at a terrific windfall profit on the resale. 

Dr. Moyer. Well, we heard this in two connections, one in the case 
of Laos. Huge stores were reported there. I haven’t been able to find 
the date, but it is my understanding it was several years ago. 

Mr. Jupp. That report came from me. It never was suggested that 
those were stores purchased by American funds. We never said that. 
Somebody added that onto it. We reported seeing the most fabulous 
collection of expensive hypodermic needles, antibiotics, and everything 
else. One great warehouse full in Vietnam. 

sut it was never suggested that it came from»us—we were putting no 
American aid in at that time. This was a case where somebody had 
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gone wild and used French money or UNESCO money or somebody 
else’s money for it. It wasn’t ours. 

Dr. Moyer. What I said about windfall profits would apply—I 
don’t think applies any more in pharmaceuticals than for other items. 
There probably have been some exceptions, but the general statements 
would apply also in this case. 

Chairman Zasvocki. I would like to have the members of the Sub- 
committee on the Far East to stay a few minutes after the Committee 
of the Whole meeting in order to take up and act on the POW resolu 
tions. However, since we do have the Secretary and a representative 
of the Defense Department, I believe the members would appreciate 
the latest developments and report on Taiwan. 

Anything new since your last visit before our committee, Mr. Secre- 
tary ¢ 

Mr. Rosertson. There is really very little to add, Mr. Chairman, to 
what I reported to youthen. The outbreak was compounded of several 
factors. The balanced view now is that there is no widespread anti- 
American sentiment in Taiwan. I think it was a CBS reporter, a man 
named Pierpont, who broadcast from Taiwan. He said there wasn’t an 
American in Taiwan the next day who didn’t have dozens of his friends 
almost in tears coming up to him expressing their deep regret at what 
happened. This crowd turned into a mob which got out of hand. It 
was fired by deep resentment of the Reynolds’ verdict. Jealousies 
aroused by the difference in the standard of living between our Ameri 
cans there and themselves, and a hypersensitiveness about extraterr! 
seatalian were no doubt also factors. 

Also, the Chinese felt that vou don’t murder a man for peeping 
through a window. I, for one, accept the fact that Reynolds received 
a fair and just trial by our courtmartial. I cannot conceive of the 
Americans whitewashing the case. But be that as it may, there was 
no element of Chinese at any level who didn’t feel that the verdict was 
a miscarriage of justice, There was played up in their newspapers 
the different stories which they said were told by Reynolds and there 
was a good deal of gossip about the relationship between the slain man 
Liu and Reynolds in business deals. There were many articles which 
claimed there had been a miscarriage of justice. T here was probably 
some Communist participation. The authorities announced that 
among those arrested were some found to be Communists who had 
come over from the mainland and who had capitalized on the situation 
in stirring up trouble. It is a shocking instance that has never been 
completely explained, at least to my ~ isfaction. 

Mr. Jupp. This is the story that I got that was put out : Somebody 
tried to explain the slowness of the tee es of Jaw and order in coming 
to the scene and putting down the lawlessness, on the basis that they 
were afraid—the local police were afraid to act, lest they interfere 
with the alleged secret police that Chiang Ching-kuo had. That is, 
that the local authorities were afraid to put it down because—there 
is the gossip that has come out about Chiang Ching-kuo all the time. 

Mr. Rosertson. Chiang Ching-kuo is not in charge of the secret 
police. 

Mr. Jupp. He is in charge of this Jung Ga Bu, the political depart- 
ment, to try to develop a revolutionary spirit, and so on, in the armed 
forces; is that right? 
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Mr. Rozserrson. Yes. This youth corps, a nationalist movement. 

Mr. Jupp. That isright. And Ying Lee was in that. 

Mr. Ronerrson. He was employed in some clerical capacity. 

Mr. Jupp. How do you or how do our people explain the fact that 
it went on for 5 or 6 hours 

Mr. Roserrson. Well, our people think the police were very negli 
gent in not taking more vigorous action or adopting more vigorous 
methods i In stopping the mob. App: ure ntly they were concerned only 
with preventing people being killed. 

They were very inadequate in number to the size of the mob. There 
is no satisfactory answer that I know of that has come up from any 
body about this. 

Mr. Jupp. I raised the question and I hoped they would find out 
who wrote that placard for that woman. 

Mr. Roserrson. She was a college graduate. 

Mr. Jupp. Is that true / 

Mr. Roserrson. Absolutely, she was a college graduate. 

Mr. Jupp. The evidence is that this woman was merely carrying out 
the regular Chinese custom for a woman who thinks she is wronged. 
She goes over and weeps loudly on your doorstep if she thinks you 
cheated her husband out of 50 cents. 

Mr. Ronerrson. Yes. There was only a small group that came with 
her to the Embassy. The police tried to persuade her to leave. As 
all this went on, the crowd began to grow. 

Mr. Jupp. You told us also when you were here the last time, that 
the crowd, as a whole, was like any Chinese crowd, just watching the 
thing and probably shouting, but it didn’t participate in the actual 
violence; that it was little waves of 20 to 30 of the student folks who 
tore up the furniture. 

Mr. Roserrson. I think there were hundreds who participated, but 
not thousands. The reports we got were that they would come in 
waves of 20 to 30 at a time. 

Mr. Jupp. More of the student class / 

Mr. Rosperrson. The student class. 

Mr. Jupp. Has that been confirmed ¢ 

Mr. Roperrson. It is so reported by our people who were there. 

Mr. Jupp. That is the kind of organized thing the Communists 
regularly do—not that they started it, but they have their cadres, as 
they call them, ready to move in and take advantage of any kind of 
confusion. 

Mr. Roserrson. IT don't have any doubt in my own mind that these 
students had Poms a demonstration. I think there is every evi 
dence of that. But Captain Robbins over here, he has had reports 
from his people out ie ‘re and he might have something he would like 
to adk l. 

Captain Rosprns. Our reports have really only been in confirma- 
tion of those that your Department has received, Mr. Secretary. 
There appears to be definite evidence that there was some Communist 
inspiration at one stage or another in this thing. It may have been 
after it actually started, and they saw the opportunity and took ad- 
vantage of it. I don’t think we have any evidence that the students 
themselves as a group were Communist inspired, except that they 
might have become the tools of skilled individuals who built up their 
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emotions, and once the lid was off, you know how the Oriental can be 
when he is in a crowd. I think it is more of an emotional outburst 
which may have been stimulated by agitators, rather than planned 
operation. 

Mr. Jupp. Mr, Secretary, it seems to me you said the other day that 
one of our senior oflicers came to the FE mbassy and because of what was 
going on, he rushed over to the police station or the foreign office, 
I forget which, and spent considerable time there trying to get the 
police forces to move to put down this thing. He must have some 
idea as to who was blocking such action, or why they didn’t get going 
in dealing with it. 

Mr. Rorerrson. If you will remember, the head of the resi depart- 
ment was sacked by General Chiang Kai-shek and the head of the 
provincial police Was also sacked. He was eritical of their in- 
etfectiveness. 

Mr. — It seems to me our senior officer, if he was there and was 
familiar with Chinese behavior, ought to have been able to get some 
idea as to why they were stalling. They had to have some reason. 
If he was there for 2 or 3 hours pleading with them—maybe they 
didn’t have tear gas, and things of that sort prepared for a riot, ae 
I should think he would have a report giving his estimate of why they 
were so slow in getting action. I assume they underestimated the 
seriousness of the riot. 

Mr. Rorertson. Apparently they didn’t expect anything like this 
and were unprepared for it. 

Mr. Jupp. Once it started though I should think they would move 
in rapidly. I should think they would have said to him, “Yes, we 
ought to go, but we cannot for such and such reasons.” I think we 
ought to pursue that. The clearer the facts are made, good, bad or 
indifferent, whatever they are, is the best way to restore confidence. 

Mr. Ronertson. I couldn’t agree with you more. I think every fact 
should be laid on the table, but as I say there are still many imponder- 
ables in the situation as far as all the evaluators are concerned. 

We have people out there now making an investigation, and I ought 
to he able to give you a clearer report later on. 

Chairman Zasiockt. Mr. Secretary, I am ata loss to understand why 
Chinese nationals in this country who are supposedly loyal to the gen- 
eralissimo should try to place the blame for the riots on Gen. Chiang 
Ching-Kuo. There are charges that he has misused aid money. 

[Security deletion. | 

Mr. Rorertson. All I can say is that there hasn’t been adduced the 
slightest evidence of any kind that Chiang Ching-Kuo was connected 
with this. 

Chairman Zasrockt. If these people have given us misinformation it 
would be well to have the facts. 

Mr. Rosertson. People won’t say who they are who plant these 
stories. 

There are, in this country, Chinese whom I knew in China years ago, 
who are good, personal friends of mine, who hate the Gener: alissimo. 
There are political factions in China just as in every country. We 
have some political factions in this country. And just because they 
he appen to be Chinese and tell you that such-and-such a man is cad. 
that doesn’t prove it at all. You have to judge a man by his friends 
as well as by his enemies. 
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Chairman Zasiockr. Dr. Moyer, is the charge that some of our aid 
money was misused in Taiwan true? 

Dr. Moyer. We have checked all reports that ever came to our at- 
tention. The record is unusually clean on Taiwan. In the few cases 
where there have been some possible misuses, correction has been made 
in full. The record in Taiwan has been an excellent one insofar as 
the use of aid is concerned. 

Chairman Zapsiockt. The misuse of funds in the instance you al- 
luded to was the fanit of Gen. Chiang Ching-kuo? 

Dr. Moyer. No,sir. No, sir. 

Mr. Jupp. I think you told our committee once several years ago— 
maybe it wasn’t here—that in one instance where you had to dis- 
charge some Chinese you had to discharge some Americans also; 
in fact, that more Americans were involved in the same scandal than 
Chinese—wasn’t there something like that, 5 or 6 years ago? 

Dr. Moyrrr. When I first went to Taiwan, we investigated a number 
of different things. The irregularities were by no means, or the re- 
ported irregularities which led to some, were by no means all on the 
Chinese side. 

May I off the record add an observation about Jung Jing Wai? 

Chairman Zapiockr. Off the record. 

( Discussion off the record.) 

Chairman Zapiockt. Mr. Fulton. 

Mr. Furron. Off the record. 

(Discussion off the record. ) 

Chairman ZanLocks. Secretary Robertson, Dr. Moyer, and Captain 
Robbins, we are deeply grateful to you for your testimony this 
afternoon. 

Thank you very much. 

(Whereupon, at 5:50 p. m., the committee adjourned, to reconvene 
at 10:30 a. m. Tuesday, June 25, 1957.) 
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Committee of the Whole on Far East and the Pacifie 


TUESDAY, JUNE 25, 1957 


Hovusrt or REPRESENTATIVES, 
CoMMITTEE ON ForeIGN AFFAIRS, 
Washington, D. @. 
The committee met, pursuant to call, at 10:40 a. m., in room G-3, 
United States Capitol, Hon. Thomas S, Gordon (chairman) presiding. 
Chairman Gorpon. The committee will come to order. In accord- 
ance with our schedule, the committee will resolve itself into the Com- 
mittee of the Whole on the Far East and the Pacific for further con- 
sideration of the mutual security program. 
Mr. Zablocki, who is the chairman of the subcommittee, is detained 
for a moment, so I will open this meeting for the presentation. 
I believe you have a prepared statement, Mr. Campbell ? 


STATEMENT OF HON. JOSEPH CAMPBELL, COMPTROLLER GENERAL 
OF THE UNITED STATES 


Mr. CamppeEtu. I have, Mr. Chairman. 

Chairman Gorpon. You may proceed. 

Mr. Camppett. Mr. Chairman and members of the committee, we 
appreciate the opportunity of appearing before you to discuss certain 
aspects of the mutual security program for Korea as administered by 
ICA. 

We recently completed an examination of this program for the 
fiscal years 1954 through 1956, and have just released our report to 
the Congress. 

This examination comprised a review of the records and procedures 
relating to the administration of the program by the Washington 
oflice of the agency and the Office of the Economic Coordinator, which 
conducts the program in the field, and inspection of selected projects 
at the site. 

Since you have not had an opportunity to review our report, we 
have addressed this statement to a summary of the highlights of our 
report in order to give you some acquaintance with its subject matter 
and to serve as a basis for such further inquiry as you may wish. 

United States assistance to Korea has been unique in many respects, 
including its size and complexity. Beginning in 1945, during the 
period of American Military Government and through fise al year 
1956, with some interruption for the 3 years of the Korean hostilities. 
assistance by the United States in the form of relief, rehabilitation 


1141 








1142 MUTUAL SECURITY ACT OF 1957 


and development financed from various appropriations has aggregated 
about $1.7 billion. 

For the 3-year period—fiscal years 1954 through 1956—covered by 
our examination, United States assistance under the mutual security 
program totaled some $833 million. The program under the direction 
of FOA/ICA began in the fall of 1953 and other programs under the 
United States Department of the Army and the United Nations Ko- 
rean Reconstruction Agency have been gradually phasing out. 

The FOA/ICA program, which was the subject of our examination, 
amounted to $764 million during the 3-year period to 1956; of this 
amount, $762 million was for program operations and $2 million for 
overseas administrative costs. 

About 60 percent of this money was for financing a commodity im- 
port program for food, fertilizer, fuel, cotton, and other materials, 
machinery, and equipment. The local-currency proceeds from the sale 
of these commodities were programed for support of the Korean mili- 
tary budget and for local costs of Korean rehabilitation projects. 

The remaining 40 percent of aid dollars went for materials, equip- 
ment, and technical services for reconstruction and improvement 
projects in utilities, transportation, and industrial plants. 

In addition to the total amounts cited above, approximately $63 
million of surplus commodities were sold to Korea for local curren- 
cies pursuant to Public Law 480 (the Agricultural Trade Develop- 
ment and Assistance Act of 1954). Most of the local-currency pro- 
ceeds were used or earmarked for support of the Korean defense 
budget. 

In considering almost any aspect of the program in Korea over the 
past 5 years, one must take into account the state of affairs at the time 
that FOA/ICA entered upon the program in 1953, The country had 
been ravaged by 3 years of hostiiitien, much of its physical assets had 
been destroyed, its people were impoverished, and the channels of 
production and distribution were disorganized. 

Prior to hostilities, there had been only a brief period of independ- 
ence for development of the processes of Government organization 
and administration. 

The economy of the country, which was not advanced to begin with, 
was seriously dislocated by division of the country at the 38th parallel, 
since industry was largely in the north while the south was predom- 
inantly agricultural. 

On top of this was the burden after the war of developing and main- 
taining a ready military force in size far beyond the country’s fore- 
seeable c: apability. 

This setting not only influenced the size, character, and direction of 
the aid program, but accounted, at least in part, for certain problems 
not entirely within the capacity of FOA/ICA to resolve, and added 
to the complexity of the program and the difficulties of its implemen- 
tation. For this reason we have set out certain of these problems sep- 
arately in our report and will touch on them just briefly in this 
statement. 

. The existence of separate assistance programs administered “ 
three different agencies (FOA/ICA, United States Army, and tl 
United Nations) and the complicated patterns of authority have ee 
been conducive to maximum efficiency in administration, although 
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coordination among these agencies in certain activities had overcome 
some of the major deficiencies. 

The continuance of the Office of the Economic Coordinator under 
the jurisdiction of the commander in chief, United Nations Command, 
adds complexity to the organizational str ucture. 

Certain conditions and characteristics of the Korean economy 
tal to retard achievement of the benefits of financial assistance. 
The absence of a climate favorable to private business, domination of 
the Korean eccnomy by Government enterprises, the lack of legitimate 
credit facilities and of a free-market price system were serious ob- 
stacles to private investment and the attainment of needed higher pro- 
duction. 

The continuing effect of inflationary pressures has been a basic prob- 
lem in curbing speculative trading, controlling credit, and seeking to 
establish a realistic exchange rate at which said dollars should be con- 
verted into Korean currency. 

An artificially low exchange rate has restricted the generation of 
counterpart funds and increased the need for United States dollar aid. 
Establishment of a realistic exchange rate has been the subject of ex- 
tended negotiation between the United States and Korea, 

Although the rate was finally increased in August 1955 to 500 hwan 
to the dollar, it is still considerably below the going market rate, which 
ranges from 650 to 900. The divestme nt by the Government of for- 
merly owned Japanese enterprises has been slow, and target dates had 
to be extended. Government control of prices in several sectors of the 
economy were conducive to scarcities and black-market operations. 

The ICA program for fertilizer distribution was severely handi- 
capped in that respect. The rates charged for utility services, which 
are Government owned, were insufficient to cover costs, resulting in 
subsidies and adding to the demand for aid funds. 

The program has been handicapped in some respects by the ab- 
sence of complete cooperation by the Korean Government. ‘The Com- 
bined Economic Board, the principal coordinating and advisory body 
representing Korea and the United Nations Command, did not operate 
effectively from 1953 to 1956. 

Le} iethy negotiations were required to reach mutually agreeable de- 
cisions. ‘The Korean Government manifested strong preferences for 
impressive capital ee without considered regard for technical 

capabilities and economic realities; it was also reluctant to procure 
inca Japan, which fecaauneia offered the lowest prices. 

For the most part, Korea did not contribute from its own resources 
for the local costs of jointly sponsored rehabilitation projects, as Is 
the usual practice in other countries. The assurance by OEC to the 
Korean Government early in the program that it was free to decide the 
amounts of Korean funds to be committed to projects, although some 
measure of contribution was expected, provided no incentive to strict 
budgetary discipline by the Korean Government; however, this es- 
surance may have been justified by considerations of Korean sover- 
eignty. 

The agreements and understandings with the Korean Government 
executed at various times are not geared to the present character of 
the program, and collectively do not form a framework for the smooth 
conduct of the program. The basic agreement of 1952 has not been 
ratified by the Korean National Assembly, and the Korean Govern- 
ment has been reluctant to incorporate necessary amendments in it. 
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There is need for an up-to-date agreement embodying the basic ground 
rules for administering the program and fully accepted by the Korean 
Government. 

4. The shift in the program from rehabilitation to development 
focuses attention on the need for a realistic long-term economic plan 
which will recognize the limitations of resources in Korea but work 
toward lessened dependence on outside aid. 

The Combined Economic Board in August 1956 approved prepara- 
tion of a 7-year plan for longer range development of the Korean 
economy, to be preceded by an appraisal of aid accomplishments since 
1953. 

The termination of Japanese occupation in 1945 left Korea with 
a serious shortage of trained personnel in most professional and tech- 
nical fields. This, together with the inability of FOA/ICA to re- 
cruit sufficient American technicians, greatly hindered progress in 
such vital fields as power, telecommunications, ship operations, and 
small industry. 

The operation of the program in its technical and administrative 
phases was hampered by inadequate staffing in the field. This was due 
principally to the lack of adequate housing and other undesirable 
living conditions in Korea which made service there unattractive and 
necessitated reduction of the regular 2-year tour of duty to 1 year 
for those whom the agency was able to recruit. 

While each of these problems appears to have been alleviated to 
some extent, most, if not all, of them still persist in sufficient degree 
to hinder accomplishment of the program’s objectives at the most 
economical cost. The representatives of both Governments should 
continue to devote their vigorous and cooperative energies to resolve 
them at least to a level of minimum effect. 

We would stress the point that our examination was directed to a 
critical analysis of the financial management of selected segments of 
the program. 

Since the objectives of the program are predominantly military and 
political in character, it is not within our province to evaluate the 
accomplishments of the program in terms of these objectives. 

Within the area of our examination, we observed noticeable physical 
progress in various fields. The restoration of transportation facilities, 
completion of three new thermal powerplants, construction and repair 
of waterworks and irrigation systems represent, among others, im- 
portant contributions to the rehabilitation of the recipient country. 

Substantial imports of essential goods such as fertilizer, fuel, and 
cotton have appreciably bolstered the Korean economy. Local cur- 
rency generated by the sales of these goods has helped considerably to 
support the Korean military estab lishment and to finance the local 
costs of reconstruction projects. 

However, in the execution of these and other assistance activities we 
found certain conditions which in our opinion are not consistent with 
sound management practice. To what extent these conditions are at- 
tributable to the problems to which we have referred or to faults of 
the agency, or to both, we cannot say. 

It seems reasonable to conclude, however, that by reason of these con- 
ditions, the accomplishments have been less than they otherwise would 
have been or what has been accomplished has cost more than was nec- 
essary, in what we believe is a significant but indeterminable measure. 
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These conditions have been briefed under the heading “Summary 
of findings” in the forepart of our report and are described more exten- 
sively in the appropriate sections of the report. For this reason and 
to avoid an unduly long statement we will merely identify these con- 
ditions at this point as the basis for such discussion as the committee 
arg may wish. 

. The commodity import program suffered from certain malprac- 
ae by Koreans which prevented the most effective use of aid dollars. 
Specifications recommended by the Office of the Economic Coordi- 
nator, and the ICA policy favoring worldwide procurement at the 
lowest prices, were not followed. 

Laxity by the Bank of Korea in allocating aid dollars to importers 
encouraged speculation and led to a number of procurement irregu- 
larities such as collusion between supplier and importer, defective 
merchandise, kickbacks and overpricing. 

Considerable quantities of goods accumulated in warehouses for 
unreasonable periods due among other reasons, to shortage of rail facil- 
ities, lack of funds by the importer sand unclaimed aid goods. End-use 
investigations by the Office of the Economic C coordinator were insuffi- 
cient in important procurement areas and in the followup of unsatis- 
factory situations disclosed. For an extended period ICA was unable 
to reach agreement with the Korean Government for refunds on ac- 
count of violations of ICA procurement regulations. 

The fertilizer import program, the largest single commodity pro- 
gram ($95 million through June 1956), did not achieve some of its 
basic objectives. Because of deficient distribution procedures of the 
Korean agencies, farmers did not receive the fertilizer at the agreed 
prices or ‘the time when needed. Extensive black-market oper ations 
were reported. Fertilizer sales did not produce the expected cash pro- 
ceeds for use in supporting the military budget and financing the local 
costs of reconstruction projects. 

The Office of the Economic Coordinator did not receive a prompt 
and adequate accounting on proceeds realized or explanations for other 
ae ia of the program which appeared to be open to question. 

The administration of counterpart funds has been deficient in 
seve ori respects. Availabilities and requirements were not carefully 
programed, An acute shortage of counterpart funds in fiscal yea 
1956 delayed many projects for lack of local currency financing. 

The Office of the Economic Coordinator has not independently 
determined or otherwise accounted for the proceeds to be deposited 
from the sales of IC A-financed commodity imports; it has relied prin- 
cipally on Korean reports which have not been fully reliable. 

There was no systematic accounting for counterpart funds by in- 
dividual projects nor meaningful reports thereon and an up-to-date 
audit had not been made to check on the progress of major projects 
financed by counterpart funds. No agreement had been reached with 
the Korean Government on the disposition of repayments of loans 
from the counterpart account. 

4. Some of the rehabilitation and construction projects encountered 
delays, increased costs or other difficulties worthy of note. Of those 
we examined : 

(2) Three thermal powerplants completed in 1956 several months 
ahead of schedule under a $30 million cost-plus-fixed-fee contract were 
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negotiated at the special request of the Korean Government without 
soliciting competitive proposals. 

(b) Korea’s major hydroelectric plant, the Hwachon Dam, has re- 
a successive increases in ICA funding, raising the origina] con- 
tract ceiling of $5.3 million to close to $9 ‘nillion. After more than 
2 years of survey and engineering the exact nature and extent of re- 
quired repair work had not been determined. 

(c) Telephone communications projects, although showing progress 
in 1956 had been unduly delayed and required extensive reprograming 
because of unrealistic planning and financing in prior years. 

(7) While improvement of the waterworks in Seoul had added 
significantly to the water supply in that city, progress has been con- 
siderably slower in other cities, particularly Pusan and Taegon which 
badly need improved water supplies. 

(eg) FOA/ICA committed $21.5 million for the construction of a 
fertilizer manufacturing plant and $19 million for a similar second 
plant; in addition local cost financing from counterpart funds for the 
2 plants was estimated at $7 million. 

Plant No. 1, committed in June 1954 and now under construction, 
was initially delayed by changes in engineering design and slow nego- 
tiation for specialized engineering and equip ment. 

Technicians in Korea consider the location of the plant undesirable 
and are apprehensive regarding the process to be aa In manufac- 
turing fertilizer. 

The contractor has requested additional financing due to cost in- 
creases, of approximately $9 million. Plant No. 2 was approved by 
ICA in April 1956, before such essential matters such as the kind of 
fertilizer, type of raw material, and plant location had been deter- 
mined, and in spite of the fact that an engineering and feasibility 
survey for which $250,000 had been obligated some 9 months earlier, 
had not been contracted for. 

(f) In the small-industry program the agency, during the 3 years 
1954-56, had committed more than $19 million for some 70 projects 
for the rehabilitation and expansion of small industries in Korea. 
In September 1956 many projects had made poor progress in terms of 
lagging procurement, unrealistic arrangements for local cost financing 
and unsolved technical problems. Equipment for some plants had ar- 

rived but was held in customs pending technical and financial assist- 
ance for its installation. 

(g) A progr: um of rehabilitation for Seoul National University was 
initiated in 1954 by contract with one of our State universities for 
technical na services, training and procurement of laboratory 
equipment. 

It was not until September 1956 that materials for the physical 
plant and equipment for laboratory facilities began to arrive. While 
many Korean participants were approved for training in the United 
States, the contractor has only gre ully furnished the technical serv- 
ices in Korea conte mpl ited unde the contract. The Economic Coor 
dinator has repeatedly expressed his concern to the contractor. 

(h) ICA projects in housing during the 1954—56 period were limited 
to providing office space for the Korean Government and quarters for 
the agency overseas personnel. However, these projects lagged con- 
siderably and construction of employee housing did not commence 
until 1956, 
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ICA financed an architectural contract costing $142,000 for a com- 
bined office and hotel building for United States and Korean use. 
However agreement could not be reached on the acceptability of the 
proposed project and it was abandoned. 

In June 1955 ICA obligated $1.5 million for construction of an office 
building for use by the Korean Government. Further disagreement 
developed on this project and a construction contract had not been 
awarded at the time of our examination. 

Construction of bachelor quarters and a dining hall by an American 
contractor at a cost of close to $1.4 million, was criticized by OEC 
technical personnel because of design deficiencies and excessive costs. 
The OEC management decided to proceed with the project because of 
the urgency of the housing situation. 

The agency obligated substantial amounts for needed technical 
services but was unable to procure them within reasonable periods. 
Obligations recorded in 1954 and 1955 in excess of $3 million for 
technical services in several vital fields had not been contracted at 
September 30, 1956. 

6. In the functions of administrative services we noted a need for 
more discriminate buying of administrative supplies and equipment, 
tightening the requisition system, proper documentation of price quo- 
tations, an adequate system of accountability for office equipment and 
residential furnishings, and inventory and use records for consumable 
supplies. 

At the time of our examination the administrators of the program 
were generally aware of these conditions oe we saw evidence of cor- 
rective action being initiated in several are: 

We have described in our report the renadial steps taken or con- 
templated by the agency for each of the conditions mentioned above, 
as well as for the general problems to which we have previously re- 
ferred. We did not consider it necessary to make specific recommen- 
dations as they suggest themselves from the particular conditions dis- 
cussed in the report. 

Because these conditions are a heavy burden on the cost of the pro- 
gram and the attainment of its objectives, it is the overriding purpose 
of our report to stimulate the most vigorous efforts compatible with 
military and political considerations, to correct these conditions and 
to institute such measures as will minimize their recurrence, 

We would stress in particular a more businesslike approach to two 
aspects of the program. ‘The first is that in the administration of 
the commodity import program more effective safeguards be initiated 
and properly ap plied by Korean agencies and ICA to overcome ir- 
regularities and other deficient practices. ‘The second is that in respect 
of assistance on projects (1) the level of programing should be 
geared to a more realistic estimate of what can be undertaken within 
a reasonable time; and (2) more considered planning should be done 
and more definitive ondeenhuniitais reached on essential elements of 
projects, before decisions are made on which funds are committed. 

This approach if conscientiously and persistently followed cannot 
help but result in more expeditious and economical implementation of 
projects, more timely and prudent utilization of funds, more effective 
administration, and we believe a more beneficial contribution to the 
economic needs of the recipient country and the achievement of United 
States objectives. 
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This concludes our formal statement, and we shall endeavor to an- 
swer any questions you may have. 

Chairman Gorvon. Thank you very much, Mr. Campbell, for your 
statement. 

We will open the meeting under the 5 minute rule by asking questions 
pertaining to your statement. We have also this morning present 
Mr. Keller and Mr. Staples, who will give the supporting - evidence 
for Mr. Campbell. 

I have a question. Am I correct in summing up your testimony as 
concluding that the deficiencies in the Korean program stem from 
two major sources, namely, (1) a lack of sufficient number of com- 
petent personnel in Korea; and (2) political difficulties with the Ko- 
rean Government itself: 

Mr. Campse.t. I would like to have Mr. Staples answer that. 


STATEMENT OF GEORGE H. STAPLES, ASSOCIATE DIRECTOR, CIVIL 
ACCOUNTING AND AUDITING DIVISION, GENERAL ACCOUNTING 
OFFICE 


Mr. Srapies. Mr. Chairman, I don’t know that we can oversimplify 
as much as all that. What you call difficulties with the Korean Gov- 
ernment, if you mean that broadly enough to encompass all of the 
economic conditions as well as relations with the Korean Government, 
I would say in that sense that is correct. 

As to the other part, the inadequate staffing, I would say that a large 
measure of the deficiencies that we have brought out here is probably 
due to that. But I don’t think that everything can be attributed to 
that. 

I just don’t know where you would draw the line. But undoubtedly 
in some part the deficiencies are attributable to that. 

Chairman Gorpon. Also, the political angle enters into the presenta- 
tion, is that right? 

Mr. Srapies. I would say that is all part of the objectives of the 
program, and that would enter into the first observation that you made 
regarding the general relationships and economic conditions and all 
of the other situations having to do with the day-to-day relations and 
policy determinations between the United States Government and the 
Korean Government. 

Chairman Gorpon. Thank you. Mr. Vorys. 

Mr. Vorys. Mr. Campbell, do you or your associates have any 
judgment on the requested authorization of [Security deletion] for 
Korea for fiscal 1958 ¢ 

Mr. Srapies. We have not examined that, Mr. Vorys. We have 
not looked into the 1958 preparation as yet. 

Mr. Campsett. Including both the military and economic? 

Mr. Vorys. Yes. [Security deletion. | 

Mr. Campsetu. We have not gone into that. 

Mr. Vorys. On page 12, under item 5 you say : 

The agency obligated substantial amounts for needed technical services but 
was unable to procure them within reasonable periods. 

Then along the same line is your second recommendation on page 
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the level of programing should be geared to a more realistic estimate of what 
can be undertaken within a reasonable time, and (2) more considered planning 
should be done and more definitive understandings reached on essential elements 
of projects, before decisions are made on which funds are committed. 

Did your audit indicate that the fact that the agency had to get 
funds obligated or lose them have anything to do with that? 

Let me say this in explanation of my question: In our committee 
we have arrived at the conclusion that you don’t save money by trying 
to urge one of these agencies to speed up spending deliberately. 

And, therefore, we have been w illing to give a longer time, a longer 
period, for planning and obligating. 1 wuidaoed if you could tell 
from your examination whether the permitting of a longer time to 
obligate funds would help to carry out your second rec ommendation ¢ 

Mr. Campreit. Mr. Vorys, what we have in mind here is to point 
out that the problem of getting technical help into Korea is a very 
serious problem. It may well have been the agency at that time, may 
have expected to use the money and obtain technical assistance. 

Mr. Vorys. That is not my point. If any agency hoped to do 
something in the future, the wise thing might be for them to attempt 
to obligate, tie up funds for the purpose. That is the point. 

It is the connection between that comment and your second recom- 
mendation that Iam trying to develop. 

Mr. Srarries. They are related, Mr. Vorys, in this sense. It is not 
a new problem with us. We have encountered it in other countries: 
the agency has been overoptimistic in its own estimate of what it can 
accomplish, together with the fact that they have been operating 
under 1-year funds. You can’t ex: ictly point the finger and say they 
obligated this because it would expire, because all of these things are 
the subject of months and months of negotiation, and you can’t say 
they woke up on June 30 and obligated something, because it just 
doesn’t happen that way. 

Mr. Vorys. It does, sometimes. 

Mr. Srapies. We don’t say it has happened here. Most of these 
projects and undertakings have been preceded by a number of months 
of some kind of negotiation. 

It is the intent of the agency to obligate these funds as part of their 
annual program. What we have said here is that we think they set 
their level of program operations too high, higher than they can get 
underway in the period for which the funds are available, and they 
should level their standards to what they think they can really ac- 
complish in the light of realistic situations. 

Chairman Zastockt. Do you have any evidence whether the goal set 
is due to the determination of the agency or the Korean Gov ernment ? 
Do you have any evidence that the Korean Government asks for 
projects beyond their reach ? 

Mr. Straries. We don’t have any evidence, sir, as to where the in- 
fluence lies. ‘There are pressures undoubtedly from the Korean Gov- 
ernment. There are pressures from our own State Department. We 
don’t know to what extent they exist or to what extent they may have 
influenced the level of aid. 

Mr. Vorys. Just this one comment in considering your study. Nat- 
urally, what we wonder is whether there is any change in the law that 
could be made that would help in the correction of these. 
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My own guess is that a longer time to obligate might be helpful 
here and elsewhere. 

Mr. Srapues. I think, generally speaking, that would be true. I 
think, too, the agency would alw: ays be motivated by an effort or desire 
to make as good : a showing as it can in the form of obligations so that 
its next year’s program would not be affected. 

Mr. Vorys. Thank you very much. 

Chairman Gorvon. Mr. Zablocki. 

Chairman Zastocki. Thank you, Mr. Chairman. 

Mr. Staples, by agreeing that longer obligational periods would tend 
to prevent some of these deficiencies should not necessar ily imply that 
these deficiencies could be corrected by smaller authorizations, smaller 
appropriations. You don’t contend if we give less they will more 
likely have programs that are better? 

Mr. Srapies. No. 

Chairman Zastockt. You don’t maintain that because of the de- 
ficiencies that your report brings to the forefront indicates that the 
program should be shar ply curtained or cut ¢ 

Mr. Sraptes. No, sir. 

Chairman Zanvockt. On page 7 of your statement you indicate that 
the auditors found certain conditions which in your opinion, were 
not consistent with sound management practices. 

The statement further indicates, and I quote: 

To what extent these conditions are attributable to the problems to which we 
have referred, or to faults of the agency, or to both, we cannot say. 

Mr. Comptroller, this statement appears to be contradictory. It 
is my understanding that you had a team of auditors working in both 
Washington and Korea who were directed to make a critical an: lysis 
of the financial management of the program. 

It is my impression and that of others that audits are made for the 
purpose of ascertaining the facts and making the appropriate rec- 
ommendations with respect thereto. 

On balance, it seems to me that we should be able to ascertain 
whether the major difficulties with respect to this program are cause “dd 
by faulty administration by ICA, deficiencies within the operations of 
the Government of Korea, or related problems inherent in carrying out 
a program of such m: agnitude i in this country. 

Which of these factors, Mr. Campbell, do you consider to be the 
major contributing factor with respect to the alleged deficiencies 
summar ized 1 in your statement 

Mr. Camesetn. I think it would be difficult for me to say. I think 
the problems themselves and the deficiencies you mention all have 
contributed. 

Chairman Zasvockt. After further study, Mr. Campbell, would 
you be in a position to supply an opinion as to the major contributing 
factor causing the deficiencies. 

Mr. Campreti. At your direction, we would be very glad to go into 
the matter. 

Chairman Zasvockt. I believe, Mr. Chairman, since the statement 
has been made of the alleged deficiencies in ope ‘ration and administra- 
tion it would be most helpful to this committee if we could have the 
view of the Comptroller as to what was the most contributing factor 
in the deficiencies. Having the information we could more adequately 
deal with the problems that confront this committee. 
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Chairman Gorvon. Could you furnish that, Mr. Campbell? 

Mr. Camppe.ty. We can give you a report on it. Just what our 
answer would be, at this point I don’t know. 

Chairman Zasiocki. Mr. Comptroller, page 9 of your statement 
indicates that an acute shortage of counterpart funds in the fiscal year 
1956 delayed many projec ts for lack of local currency financing. 

I am sure the members of the committee and I certainly would like 
to have additional information on this point. 

What explanation can you give for the reasons for the nonavail- 
ability of local currency for project implementation purposes 4 

Mr. CaMpseti. That matter is covered at some length in our report. 

Mrs. Boutron. What report? You mean, this report 4 

Mr. CamMpsBe.ti. Yes. 

Chairman Zasvocki. If you will refer us to the page, we will look 
it up later. 

Mr. Srapies. It is page 73. The answer to that, Mr. Zablocki, is 
that the collections of counterpart funds deriving from the com- 
modity import program were not coming in in sufficient amount to keep 
the projects going. 

Chairman Zantockr. Where does the blame lie? 

Mr. Srarues. The blame lay in some of the procedures of the Korean 
Government in regard to the manner and system they followed in 
making distr ibution of the commodities that were the subject of com- 
modity aid. 

Chairman Zastockt. Are there improvements / 

Mr. Srartes. There have been some improvements made in that 
system; yes. There are more contemplated, as we were told. 

Mr. Camppett. May I correct the record on that page reference. 
The discussion on counterpart funds runs from page 73 through the 
middle of page 78. 

Chairman Zantocxt. I presume that your report contains specifics 
relative to the amount of the shortage of local currencies? Do you go 
into such detail ¢ 

Mr. Srapues. I don’t believe we go into the amount of the shortage. 
I think we say at one time the counterpart fund got down to a zero 
balance. 

Insofar as delineating it to different periods of time and different 
amounts, I don’t think we go that far. 

Chairman Zasvockt. On page 9, paragraph 4, you have certain 
examples of problems and delays that were encountered in the re- 
habilitation and construction projects. How many projects were in- 
ordinately delayed because of shortage of counterpart funds ¢ 

Do you have the number of projects enumerated in the audit report ? 

Mr. CAmMppeti. Do you mean the power projects ? 

Chairman Zastockt. All projects that were delayed because of the 
shortage of counterpart funds. 

Mr, Sraries. Our examination did not cover every single project. 
Ours was a selected ex: ar because of the great number of proj- 
ects that were involved. Of those, there was a greater or lesser meas- 
ure of delay in almost all of them. Some of them we didn’t consider 
the delay to be very bad. Others we considered to have had a par- 
ticularly detrimental effect. 

We have attempted to point out in here and in our report the evi- 
dences of that, indicating that it did happen and that it had a 
deleterious effect. 
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Chairman Gorpon. You say “a detrimental effect.” You mean 
irreparable harm that could not be corrected ? 

Mr. Sraptes. It delayed the implementation of the project by the 
target dates fixed and caused it to cost generally more to finish the 
project and administer it. 

Chairman Zasiockt. Were the delays greater than we encounter and 
are inherent in some of our administering of the domestic projects in 
this country ? 

Do you maintain that our foreign aid target dates were not met 
because of administrative shortcomings ? 

Mr. Srapies. I would say so, yes, in the particular examples we 
have demonstrated here that that was true, generally. 

You might very well find a United States project, an isolated ca 
that was worse than these. But I think on the whole you will find 
that our own American projects were considerably more rapidly 
implemented than the ones in Korea. 

They are not entirely administrative problems either that you run 
into. It isa problem of negotiation with the Korean Government. 

Chairman Zastockt. Thank you, Mr. Chairman. 

Mr. Campseti. Do you want the references on the project discussion 
in this report ? 

Chairman Zasiockt. Yes, please. 

Mr. Campse.t. That is page 81 through page 135. 

Chairman Zasiocki. Thank you, Mr. Chairman. Thank you, Mr. 
Campbell. I want to state your testimony is most helpful. 

Chairman Gorpon. Mr. Carnahan. 

Mr. Carnanan. Thank you, Mr. Chairman. 

Mr. Campbell, on page 11 of your statement I read from paragraph 
(g): 

A program of rehabilitation for Seoul National University was initiated in 1954 
by contract with one of our State universities for technical advisory services, 
training and procurement of laboratory equipment. 

Would you care to tell us which State university was involved? 

Mr. Campsetu. We have used this as an illustration, sir. There- 
fore, we have not mentioned the university’s name this morning be- 
cause we felt it didn’t come into the problem. We didn’t feel it was 
quite fair to mention the name here. However, if you wish to have 
it go in the record, we will state it. 

Mr. Carnawan. Your statement naturally raises the question. 

Mr. Campsett. The University of Minnesota. 

Mr. CarnaHAn. You say further in your statement: 

It was not until September 1956 that materials for the physical plant and 
equipment for laboratory facilities began to arrive. While many Korean par 
ticipants were approved for training in the United States, the contractor has 
only partially furnished the technical services in Korea contemplated under the 
contract. 

Has the university taken satisfactory action with respect to that? 

You state that the Economic Coordinator has repeatedly expressed 
his concern to the contractor. 

Mr. Camppett. I will ask Mr. Staples to answer that. 

Mr. Sraprtes. When we were in Korea in September 1956 we were 
told that they had nominated additional people to come out there in 
order to fulfill more completely their part of the contract. 
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But we do not know whether they have come out, sir. 

Mr. Carnanan. Then your criticism is toward the performance of 
the State university in this case? 

Mr. Camrsety. Toa degree, yes, sir. 

Mr. Carnanuan. Does your report of your findings indicate that 
the contract performance is completely unsatisfactor 

Mr. Starters. I would not say that. It is only because they have 
only partly furnished the personnel services that they contracted to 
do, and the implementation of the program has been delayed by virtue 
of that. 

Mr. CarnaHan. What was the university's reaction to your report 
that they were not acting fast enough ? 

Mr. Srarres. One position the university took was they felt the 
physical rehabilitation of Seoul University together with the pro- 
curement of the equipment should be made and installed before they 
sent the great body of their personnel people over. 

The second reason that was given is that they were having difficul- 
ties in recruitment. 

Mr. Carnanan. Do you consider that a reasonable explanation of 
the situation ? 

Mr. Srapues. As to the first one, apparently that was not the intent 
or idea of the Economic Coordinator, since he was constantly pressing 
them to send people over there. It was apparently not the intent at 
that time that the contract should be carried out that way. 

Mr. Carnanan. On the basis of your findings, would you recom- 
mend that steps be taken to cancel this contract / 

Mr. Srarpues. I don’t believe so, no, sir; because the contract has been 
in effect now a couple of years. I believe that the agency should take 
as vigorous steps as it possibly can to impress upon the university 
the need for carrying out the program more vigorously than they 
have been. 

Mr. Carnaran. Notwithstanding your findings, you think the pro- 
gram is a worthwhile program and should be continued ? 

Mr. Campsewn. It isa worthwhile program. 

Mr. Carnanan. Thank you, Mr. Chairman. 

Chairman Zasiockt. Mrs. Bolton. 

Mrs. Borron. Thank you, Mr. Chairman. I am referring to page 
7 of your report, Mr. Campbell. This is in your full report, if I might 
have the page. Youstate: 

However, in the execution of these and other assistance activities, we found cer- 
tain conditions which in our opinion:are not consistent with sound management 
practice, 

What does that mean? What kind of conditions did you find ? 

Mr. Srartes. They are enumerated, Mrs. Bolton, in the report of 
our findings on page 22. They continue up through page 32. That 
is the summary. Then they are discussed more extensively in the text 
of the report. 

Mrs. Boiron. On page 10, youstate: 

Technicians in Korea consider the location of the plant undesirable and are 
apprehensive regarding the process to be used. 

Are those our technicians in Korea ? 

Mr. Srartes. Technicians of ICA. 

Mrs. Botron. Then what happened? Did they do something about 
it? 
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Mr. Srapies. They are going ahead with it just as it is. The loca- 
tion of the plant was a subject of considerable survey and study and 
one or two different reports. There were also changes in the method 
of manufacturing the fertilizer they intended to make, and also the 
raw material, the ingredient they were going to use for it. 

I don’t presume to say that these technicians are correct. I don’t 
know. Wearen’t qualified to pass judgment on that. 

Mrs. Bouron. Where do we get that information ? 

Mr. Sraries. We got it from the OKC technicians. 

Mrs. Bor TON. What do we do about it? 

Mr. Srapves. We are reporting it. 

Mr. C AMPBELL. The plant is underway. 

Mrs. Boiron. There is nothing we can do about it? 

Mr. Sraptes. They considered at one time changing its location. 
But the construction of it had adv: ews so far that they considered it 
would cost them in excess of $5 million to make a change. 

Mr. Campsety. That is Plant No. 1,as we call it. 

Mrs. Boiron. That decision was made by the ICA people in the 
area ‘ 

Mr. Srapies. Yes—well, I believe it was made in conjunction with 
ICA-Washinegton and also with the Korean Government. 

Mrs. Bouron. Completely in the hands of the ICA ¢ 

Mr. Srapies. Pretty much. 

Mrs. Bouron. Thank you, Mr. Chairman. 

Chairman Zasiockt. Mrs. Kelly. 

Mrs. Ketiy. Mr. Chairman, I just want to at this moment express 
my appreciation and my regard for Mr. Campbell who is here today, 
and say that the report his agency made previously was one of the 
most magnificent presentations that I have ever heard in this com- 
mittee. 

I will not ask any questions due to the fact that I am late and have 
not read this report, Mr. Chairman. 

Chairman Zasiockr. Mr. Smith. 

Mr. Surry. Thank you, Mr. Chairman. If I might for just a mo- 
ment refer back to the question raised by Mr. Carnahan a moment 
ago about that contract with the University of Minnesota, I would 
like to know: Has the university been paid for that service ? 

Mr. Srapies. The university is paid for service as it incurs its ex- 
penses. It is a cost contract. They are reimbursed for their costs. 
To the extent that they have rende red services, they have been paid 
for those services. 

Mr. Smiru. Is there any indication in your report as to what the 
contract obligation was with the university ? 

Mr. Sraprtes. Yes, there is, Mr. Smith. 

Mr. Smiru. I will find it in the report. 

Mr. Srapres. It runs from page 130 on over to page 131. The con- 
tract is for $1,377,000. 

Mr. Smiru. How much of that has been paid, do you know? 

Mr. Camppe.u. They receive an advance payment. 

Mr. Smiru. They received the money in advance ? 

Mr. Camppeti. They receive an advance payment and then submit 
their bills against the advance payment from time to time. That is 
the usual procedure. 
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Mr. Smiru. Is that the customary procedure? 

Mr. Campsety. On nonprolit contracts throughout the country, you 
might say, that is the general practice. 

Mr. Smiru. In almost all of the universities that might be engaged 
in this sort of program throughout the world that practice applies ¢ 

Mr. Campse.t. I would say yes. 

Mr. Smiru. What disturbs me in this report, Mr. Campbell—and 
it is an excellent one, and I agree with my colleague, Mrs. Kelly, with 
reference to the first report that was made here—is that we seem to be 
attempting to carry out a program when there isn’t any well-defined 
understanding with the Korean Government as to what we are to do 
or where we are going. 

You say at the top of page 5, point No.3: 





The program has been handicapped in some respects by the absence of com- 
plete cooperation by the Korean Government. 

How in the world can we do business with the Korean Government 
if that situation exists? I would like to have a statement as to just 
what that lack of cooperation is. 

Mr. Srartes. I think that is covered in the report. 

Mr. Smitu. Will you indicate the page / 

Mr. Srartes. Yes, I will. 

Mrs. Bouron. Will the gentleman yield ¢ 

Mr. Smirnu. Yes. Let me just get the page number. 

Mr. Sraries. Page 37 to page 82. There is a summary of that, Mr. 
Smith, beginning on page 15, and that makes page references to more 
detailed discussion of that subject in the detailed report. 

Mr. Smiru. I will yield, Mrs. Bolton. 

Mrs. Bouron. I simply want to say this: It seems to me this focuses 
attention on how difficult it is for us to ask any intelligent questions 
at all when we don’t have a report on this until this morning. There 
are a number of things here I would like to ask about. But they are 
not in your summary, which is excellent and interesting. How can we 
do anything that is constructive, Mr. Chairman, if we don’t have some 
preparation beforehand ¢ 

There are many things that we should be asking questions about, 
just as Mr. Smith has been doing. Those are the things we need to 
know. I just throw this on the table. Thank you, Mr. Smith. 

Mr. Camprett. Mrs. Bolton, of course we attempt to get these re- 
ports out as promptly as we can. We don’t schedule them. We get 
them out as they are finished. This required considerable time in 
Korea. It is just unfortunate that we couldn’t get it to you a month 
or 6 weeks ago. 

Mrs. Bouron. We are in a very difficult position and a very criticiz- 
able one, if I may coin a word, because we are not asking the questions 
that are really part of the presentation. 

Mr. Smrrn. Of course, you are only reporting the facts as you 
found them? 

Mr. Srapies. That is right. 

Mr. Smiri. It is not within your field to try to work out the dif- 
ferences between the Korean Government and ourselves. But it seems 
to me that we, on our part, on the part of our Government or agencies, 
have a responsibility here to work this thing out. 

92522—57—pt. 6——-14 
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I was amazed again, referring to the next to the last sentence on 
page 5, where you say ; 

The basic agreement of 1952 has not been ratified by the Korean National As- 
sembly and the Korean Government has been reluctant to incorporate necessary 
amendments in it, 
yet we continue to pour good American money into a situation that 
is very weak, to say the least. 

I would just like to ask this final question in that connection. Are 
we at the mercy of the Korean Government in this situation ? 

Mr. Campseit. We certainly require their full cooperation because 
we are working on their property. 

Mr. Smiru. We are working on their property all right, but of 
course we are trying to save the Korean Government. I can hear some 
of my friends say, “We are trying to save our own hides, too.” 

Mr. Sraprxs. It seems to me that we can only be philosophical about 
that, Mr. Smith, and say we don’t like to think we are under the 
hammer or in : any way dependent on or subservient to any government 
at all. 

Mr. SmirH. May I ask who is the present Director of ICA opera- 
tions in Korea ? 

Mr. Straptes. William H. Warne. He is the Economic Coordinator 
there. 

Chairman Zasiockt. Will the gentleman yield? Would you care to 
comment or give your analysis of his ability as an administrator? 

Mr. Srartes. Mr. Warne went to Korea in the summer of 1956. So 
that practically everything that is covered in our report is something 
that was done prior to his administration. He had been prior to that 
in Iran. That, of course, was the subject of rather extended hearings 
by a subcommittee of the House Government Operations Committee. 

Mr. Smirn. How many fertilizer plants are in operation or under 
construction now ? 

Mr. Srapres. One is under construction. The second had been 
obligated for, but the latest information we have is that the ICA is 
working out arrangements with the Korean Government to abandon 
that one temporarily, anyway, and reprogram the money for other 
purposes. 

A good part of that may very well go back into the No. 1 plant, be- 
cause there has been a request for additional costs of some $9 million on 
that one. 

Mr. Smirn. Thank you, Mr. Chairman. I again want to repeat what 
I said before, I am indeed grateful for this report. 

Chairman Zaptockt. Mr. Selden. 

Mr. Sevpen. Mr. Chairman, I, too, want to commend you for your 
statement as well as the report. 

Using your audit as a basis, would it be possible to make a rough 
estimate of the amount of American dollars that have been spent unnec- 
essarily in Korea as a result of improper planning, overprograming, 
and poor administration ? 

Mr. Camppet.. Sir, I am very sorry. We couldn’t possibly tell 
you that. 

Mr. Seipen. Is there no way to make an estimate? 

Mr. Campretyi. We just couldn’t do that. 
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Mr. Srartes. I don’t think that is measurable, Mr. Selden. It in- 
volves so many different facets, a determination of how much this was 
delayed or that was delayed, or ‘this particular thing or that particular 
thing cost by reason of a delay. 

Mr. Seven. Would you be willing to say it was substantial ? 

Mr. Srap.es. That is what we did say. 

Mr. Sevpen. On page 8 of your statement you refer to a number of 
procurement irregularities, such as collusion between supplier and im- 
porter, defective merchandise, kickbacks and overpricing. Did your 
auditors find a substantial number of these irregularities ? 

Mr. Startes. In numbers, there were quite a few. We did not make 
that investigation to find those. That was made by an investigating 
team of ICA. I believe they reported that they had ladies 
110 cases. They did not say in their report how many but they inti- 
mated that in all of those cases there may have been some form of irreg- 
ularity. They also reported that much of it needed further explor- 
ation. 

Mr. Sevpen. In other words, the investigation on this was made by 
ICA itself? 

Mr. Starvtes. That is right. 

Mr. Sevpen. Have they taken any action to correct these irregular- 
ities ? 

Mr. StapiEs. Their report was dated October 1956, and in their 
report they stated there were many things that had to be further ex- 
plored in this country, and that they were considering turning over 
certain of those matters after they had confirmed their findings to the 
Department of Justice. I, personally, don’t know just what has hap- 
pened since that time. 

Mr. Sevpen. Did your report make any recommendations ? 

Mr. Srartes. We make general recommendations to tighten up the 
situation, tighten up the conditions that allowed that to happen in 
order that it “might be reduced to a minimum. 

Mrs. Ketiy. Will the gentleman yield ? 

Mr. Seven. Yes. 

Mrs. Ketxiy. Could we have available to this committee that report 
of ICA?’ 

Chairman Zanxiockt. Do we have the ICA report of 1956? Ordi- 
narily, those reports are made available to the committee. 

Mrs. Key. I probably overlooked it. But I wondered if we did 
have it. 

Mr. Srarixs. That was an internal report by the ICA investigating 
team to their own people. 

Mrs, Key. I imagine it was secret to the Department. Therefore, 
would it be available to us? 

Chairman Zas.iockt. Your request is that the committee get the 
internal report ? 

Mrs. Ketiy. That is right. 

Chairman Zastockt. The clerk will please make a note of the re- 
quest. ee . 

Mrs. Ketxy. I just wanted to follow up Mr. Smith’s question. On 
page 5, where you say: 

The Combined Economie Board, the principal coordinating and advisory body 
representing Korea and the United Nations Command, did not operate effec- 
tively from 1953 to 1956— 
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by any chance do you believe it was as a result of the dissatisfaction of 
the Korean truce‘ Maybe that is too political for you to answer, | 
will rephrase my question: Will the decision of the United Nations 
to rearm the South Korean troops have a great effect and improve- 
ment on the economy in Korea / 

Mr. Campseti. That is a question which we can’t answer. 

Mrs. Ketity. Thank you. 

Chairman Zas.iockt. I wish to advise the members that the bells 
were a straight no quorum. Mr. Selden. 

Mr. Sevpen. Thank you, Mr. Chairman. I have finished. 

Chairman Zas.ocki. Mr. Merrow. 

Mr. Merrow. Thank you, Mr. Chairman. Mr. Campbell, I want 
to join with my colleagues in expressing appreciation for a very com 
prehensive report. 

I notice on the bottom of page 12, you have stated that, “in the func- 


tions”—— 

Mr. Campsetyt. The statement ¢ 

Mr. Merrow. The statement that you made, this report. 

In the functions of administrative services we noted a need for more dis 
criminate buying of administrative supplies and equipment, tightening the re 
quisition system, proper documentation of price quotations, an adequate system 
of accountability for office equipment and residential furnishings, and inventory 
and use records for consumable supplies. 

And you followed that by saying that some of these conditions were 
being remedied. 

That seems to be a strong statement on the inadequacy of the opera- 
tion of the administrative services. My question is: Why do condi- 
tions like that develop? It would seem obvious that those things 
should be cared for from the very beginning ? 

Mr. Campse.tt. They probably should be, sir. I will say this: We 
feel they are being remedied, as we look at this situation, they are im 
proving. I don’t think that we can account for the fact that there 
were errors made in the beginning or that there was lack of judgment. 

It is rather difficult to understand why it happens but it happens. 

Mr. Srapies. One aspect of that might be that they formerly got 
most of their administrative logistics support from the Army during 
the time the Army was conducting the program before FOA/ICA 
came into the picture. 

When the army withdrew there was a hiatus during which ICA ger 
to get out on its own and recruit its people. It did have difficulty, 
we pointed out, in recruiting people, and competent people, to do ‘that “ 
kind of work. Then again, too, I suspect that when you are squeezed 
for staff people the tendency is to kind of cut the corners on you 
administrative services in order that other things of a program char- 
acter that have to be done are done. 

I suspect that probably has something to do with it, too. 

Mr. Merrow. Probably it has. You wouldn’t recommend then an 
entirely new set of administrative officers ? 

Mr. Straptes. No, sir; I would not. 

Mr. Merrow. It seems it is exceedingly important because these 
things ought to be part of any good administration, shouldn't they ? 
Mr. Sraries. Yes, they should be, and largely they have been cor- 

rected since the time we were out in Korea. 
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Mr. Merrow. This may be beside the point, but I am wondering if 
such a situation as exists in the administration of this program in 
Korea exists in a wide variety of countries # 

Chairman Zasntockt. May I interrupt to ask a question? Are the 
members coming back ¢ 

Mr. Corrin. How long will you continue? 

Chairman Zastock1. We will continue the meeting as long as mem- 
bers have questions. 

Mr. Campseti. This kind of problem occurs in other areas of the 
agency’s operation as well as in other agencies of the Government. It 
is one of those continual problems. Some people are better adminis- 
trators than others. 

Mr. Merrow. But it is encouraging. You say in conclusion that the 
agency thoroughly understands this and is really making a progress 
in correcting it. 

Mr. Srap.es. That is right. They have recognized that situation. 
How far it has been corrected, we can’t say because it hasn’t been com- 
pletely corrected. They had only undertaken to correct those things 
when we were out there. We don’t know how far it has proceeded. 
The encouraging thing was that they recognized it and attempted to 
do somethine about it. 

Mr. Merrow. Thank you, Mr. Chairman. 

Chairman Zaniockr. Mr, Fascell. 

Mr. Fascreii. I know you already have this in your audit on page 4, 
but I want to ree mph: isize it on the record. 

GAO is making no recommendation as to the objectives of the pro- 
gram; What you are doing is from an accounting-managerial stand- 
point, the criticism you offer ? 

Mr. Camrsein, That is correct. 

Mr. Fasceuu. I notice this is for fiscal 1956, inclusive, and we are 
not quite through with fiscal 1957 yet, which means someone in GAO, 
and it must be you since you are Comptroller General, has done a re- 
markable job in b ringing the timelag down in making audits available 
to Congress. The last time I heard about it, it was 18 months, and 
before that, 36 months. I think you have done a remarkable job, 
Mr. Campbell, and I commend you for it. 

Mr. Srapvues. This also goes beyond 1956 and includes the informa- 
tion up toa matter of a couple of months ago. 

Mr. Fasceiyi. I hadn't had a chance to review the whole audit. The 
next question I have is this: Is this audit report classified ¢ 

Mr. Camrpeti. No, sir. 

Mr. Fascreii. Does the GAO examine the basic agreements upon 
which the programs are operating ¢ 

Mr. Sravies. Yes, sir; we do. 

Mr. Fasceitn.. Those are the specific bilateral agreements ? 

Mr. Srarres. Yes, sir. 

Mr. Fascetn. In the case before us, it examined the basic bilateral 
agreement between the Government of Korea and the United States ? 

Mr. Srarces. That is right. 

Mr. Fascerz. Are the specific bilateral agreements classified ? 
They must not be if your report is not classified. 

Mr. Srarues. Generally; no. 

Mr. Fascentzi. If your audit is not classified, then generally the 
agreements you examined are not classified ? 
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Mr. Srartes. That is right. 

Mr. Fasceiti. You make an exclusion in your audit on military as- 
sistance programs. Can I conclude from that that you have a separate 
audit on that ? 

Mr. Camrsett. It is not quite the same type of audit. We now have 
a report in process, Mr. Fascell. 

Mr. Fascety. That is a separate report. That is the main point I 
wanted to cover. 

I notice this audit recites the jurisdiction of the commander of the 
United Nations command, for this program. That was the basis 
upon which this audit was made. Was this audit subject to review 
either by the United States commander for Korea or anybody else, 
either after its first draft, before its first draft, or after its final 
presentation ¢ 

Mr. Srarces. We furnish a copy of our draft report to ICA but not 
the United Nations command. 

Mr. Fasceti. Our United States commander for Korea is the prin- 
cipal one I was a in. 

Mr. Camppeti. Mr. Fascell, we do not have any knowledge as to the 
extent to which ICA may have cleared with other agencies. 

Mr. Fascetit. What is the actual process! You are in the field. 
You make up your draft notes, whatever it is. You make a draft 
report in the field ? 

Mr. Strapies. No. 

Mr. Fascetn. After the team comes back to Washington ¢ 

Mr. Strarpies. The examination we make, Mr. Fascell, is not exclu 
sively a field examination. It is an examination which includes also 
our work here in Washington. We consolidate our findings and all of 
our information. 

Mr. Fasceiu. Just one final question. I want to be sure that no part 


of your examination, either the field notes, the report, or the draft or 


anything else is siibject to review by any other person, department, ¢ 
agency. 

Mr. CAMPBELL. Subject to review beyond ourselves / 

Mr. Fascetxu. That is right. What I mean by “review” is the right 
to change the context of your report. 

Mr. Campsety. No, sir. 

Mr. Srapies. What we do, Mr. Fascell, is to submit a draft report 
to the agency. 

Mr. Fascetxu. Is there a working arrangement to let them know 
what meomng d 

Mr. Srapies. We consider the comments that they have on the re- 
port, and we may or may not make revisions in it. 

Chairman Zasiockt. The committee will suspend for a few minutes 
and resume after members answer the rolleall. 

(A short recess was taken. ) 


Chairman Zasiocki. The committee will please come to order. Dr. 


Judd. 

Mr. Jupp. I have no questions. 

Chairman Zastocktr. Mr. Prouty. 

Mr. Proury. Mr. Chairman, Mr. Campbell, I think it is quite evident 
that this report, together with others which may have been submitted 
by your office, are going to be used extensively by those who are for 
one reason or another, opposed to the mutual security program. 
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[ should like to refer to the second sentence in the first paragraph 
on page 7, which reads as follows: 

Since the objectives of the program are predominantly military and political in 
character, it is not within our province to evaluate the accomplishments of the 
program in terms of these objectives. 

In other words, you are not advocating the abolition of the mutual 
security program as a result of your studies in Korea ? 

Mr. Camppett. Certainly not. 

Mr. Proury. But only an improvement in the administration of 
the program ? 

Mr. Campsei. Yes, sir. 

Mr. Proury. It seems to me that this report is more in the nature 
of an indictment of the Korean Government for its failure to cooper- 
ate with the ICA officials. 

Mr. Camrpet. I have no coment on that, on your view of it. We 
do not make any indictments. 

Mr. Proury. That is the impression I get from reading your report. 
J can understand why you might not wish to comment. 

On page 9, paragraph 3, you say that: 

There was no systematic accounting for counterpart funds by individual 
projects nor meaningful reports thereon, and an up-to-date audit had not been 
made to check on the progress of major projects financed by counterpart funds. 

Why has that not been done ? 

Mr. Campse tt. I will ask Mr. Staples to deal with that. 

Mr. Srapies. One reason that the agency attributes it to is that they 
didn’t have the staff to do it. 

Mr. Provury. Lack of personnel ? 

Mr. Srapies. Yes. 

Mr. Proury. Do you know if an effort is being made to perform 
that service now ? 

Mr. Srapues. I believe the agency has been able to improve that 
situation, due largely to improved housing conditions in Korea 

Mr. Camppetu. We understand that the agency has set up a special 
staff, a special office to deal with this very problem. 

Mr. Proury. In other words, you feel the agency is making a defi- 
nite effort to improve the administration in Korea ? 

Mr. Campsetu. Very definitely. 

Mr. Vorys. I think the agency asked us for sure to give them a little 
more administration money partially to take care of “this re appraisal 
and doublecheck operation. 

Mr. Carnanan. I wanted to go back to your first question and 
statement, Mr. Prouty: 

Since the objectives of the program are predominantly military and political 
in character, it is not within our province to evaluate the accomplishments of 
the program in terms of these objectives. 

I wanted to ask, is that your judgment, that the objectives of the 
program are predominantly military and political ? 

Mr. Srapres. I think that conclusion can be drawn from the de- 
clared purposes of the Mutual Security Act itself, and also from the 
statement by the President at the time that the FOA/ICA program 
was set up in the summer of 1953. 

Mr. Carnanan. Then it is your judgment that the objectives are 
predominantly military and political ? 

Mr. Srarves. That is correct. 
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Mr. Carnauan. Then a further question: You have made no at- 
tempt at evaluating the accomplishments either militarily or 


polit ically ¢ 

Mr. Campsetn. We have not. 

Mr. Carnanan. You further say: 
However, in the execution of these and other assistance activities we found 
certain conditions which in our opinion are not consistent with sound manage- 
ment practice. 
In this conclusion you are giving attention merely to financial manage- 
ment / 

Mr. Campsetyi. That is correct. 

Mr. Carnanan. Then you say further: 

To what extent these conditions are attributable to the 


problems to which we 
have referred or to faults of the agency, or to both, 


we cannot say. 

Then, again, you have not attempted to make any judgment as to 
who is at fault for any of the shortcomings of the adminisiration of 
the program ? 

Mr. Campsety. That is right. 

Mr. Carnawan. Reading further: 

It seems reasonable to conclude, however, that by reason of these conditions, 
the accomplishments have been less than they otherwise would have been or what 
has been accomplished has cost more than was necessary. 

Is there any method by which we as members of the committee can 
coordinate those statements / 

Mr. Camprety. Well, it is impossible for us to measure what the 
excess cost might have been. We feel in view of these problenis and in 
view there must have been an increased expense or, put it the other 
way, the accomplishments must have been that much less. How much, 
we can’t say. 

Mr. Carnauan. You are not saying whether it is a good or bad 
bargain ? 

Mr. Campsetui. No, sit 

Mr. Carnanan. Even if it was a good bargain, it 
than it needed to have cost / 

Mr. Campse tu. It might have been a better bargain. 

Mr. Jupp. Will the gentleman yield? 

Mr. Proury. I yield. 

Mr. Jupp. If, in order to ¢ arry out the opers ation according to all 
the refinements that you use in the GAO here in Washington, you had 
lost a couple of years in setting it up, and lost the patient, it wouldn’t 
have been a very successtul operation, would it? 

Mr. Campseiy. Probably not. 

Mr. Jupp. The operation has been quite sloppy, but you admit the 
patient is still alive, it _ as succeeded / 

Mr. CamMpsBe.tu. Yes, 5! 

Mr. Jupp. You believe 7 could have been conducted with less loss of 
blood, and so on; but with the all important time element—can you set 
up as good and efficient and re ‘fined an operation as you would like 
in the time you have when you are dealing with this kind of emergence y 
situation / 

Mr. Camrseti. Probably not. 
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Mr. Carnanan. I would like a brief statement. I want to say that 
I appreciate the work and the statements of the gentlemen who are 
with us today. 

Chairman Zapsiockr. Mr. Farbstein. 

Mr. Farrsrern. Thank you, Mr. Chairman. Would you say, sir, 
that this indictment, and it is that, as has been suggested by Mr. 
Prouty, I think it is a devastating one, comes as a result of an original 
investigation by your Department / 

Mr. Camppett. An indictment of what ! 

Mr. Farrsrerx. Everyone and-everything that had anything to do 
with this program. 

Mr. Proury. Will the gentleman yield ? 

Mr. Faresrern. I yield. 

Mr. Proury. When I suggested this report constituted an indict- 
ment, I was not thinking primarily in terms of our own personnel. 

Mr. Farssrein. It would seem to me that the indictment goes even 
further, according to this report. 

The report, as I read it, seems to be an indictment of everyone con- 
nected with the project. 

I come back to my question and inquire whether this report is as a 
result of a primary investigation by your department ¢ 

Mr. Camesett. We make no indictments but only report the results 
of our own observations and discussions with the agency and with the 
people in the field. 

Mr. Farssrern. Did your department have investigators in Korea ? 

Mr. Campnect. We didn’t have investigators. We had very com- 
petent accountants. 

Mr. Farssrern. Did your accountants examine records or were those 
records furnished to you by any other organization or agency 4 

Mr. Camrnett. The records were furnished to us by ICA, in gen- 
eral, | would say. 

Mr. Stapies. We examined records maintained at the ICA mission 
in Korea. 

Mr. Farssrery. Would you say that the ICA was aware of all these 
situations and made known these situations to your department prior 
to your learning of them ¢ 

Mr. Srarzes. I wouldn't say they made them known to us prior to 
our learning of them. I don’t think you can generalize on those, Mr. 
Farbstein. Some of those things we find as we go about examining 
records and making inspections. We ask questions and the conditions 
develop from that. Some of them are brought to our attention through 
examination of files and correspondence and reports that we find in the 
agency. 

Mr. Farrsretn. Let’s get specific. On page 11, paragraph (f), in 
connection with the sm: all industry program, there are projects here 
which run generally in the nature of $250,000 a project. Three years 
have elapsed. It would appear that normally a $250,000 project would 
be able to come to fruition within that period. Yet your suggestion is 
that very few, if any of them, have been satisfactorily completed. 

Was that information furnished to you or did you learn that in- 
formation from the ICA people ¢ 

Mr. Srartes. First of all, in analyzing the small industry program, 
it breaks itself down to the indiv idu: ul projec ts. Wese lected some of 
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those individual projects to determine how much was put into them, 
what they involved, and what their progress was. 

When we found in some of these cases that progress had not been 
very satisfactory, we inquired and asked questions about why, where 
and how. 

Mr. Faressrern. What were the answers to the questions that you 
asked with relation to these small industry projects 4 

Mr. Straries. There were various answers, Mr. Farbstein. In some 
cases it was due to poor financial] planning. In other cases it was due 
to inadequate technical planning from the standpoint of the proper 
kind of equipment and layout. And in some instances, it was due to 
the fact that the sponsors or the people involved, the owners of these 
industries were not able to pay in local currency for the equipment that 
they were getting. 

Mr. Faresrern. What recommendations were made toward correct 
ing these faults or failures you have just stated / 

Mr. Srarzies. The general recommendation we have made with 
respect to those is better planning all around. In other words, move 
more slowly, more carefully and have the people examine these 2 ypli- 

cations for assistance from a technical point and from a sti indpoint 
of the financial arrangements in order that before you make a commit- 
ment.on them you will have reasonable assurance that they are going 
to go through and that they will be handled in the proper way. 

Mr. Campre.i. I would like to point out that this is covered in great 
detail in this report. 

Mr. Faresrein. Who made those recommendations that you just 
stated / 

Mr. Srartes. We are making them in the report. 

Mr. Farrstrrein. Were recommendations of that type made to you 
by any of the agencies connected with these various projects? In 
other words, I want to know whether or not they were aware of their 
faults, if there were any faults, and whether or not they themselves 
suggested cures? 

Mr. Srapies. They were generally aware of these things. They were 
taking steps to correct them, too. 

Mr. Faresrern. When was this furnished to you ? 

Mr. Sraries. When we were there in 1956. 

Mr. CamprneLt. September 1956. 

Mr. Farssrern. Have you checked back since—9 months approxi- 
mately have elapsed—have any corrections been made in the methods 
and planning, and so on, as you have just suggested ¢ 

Mr. Srarces. Through the agencies’ comments they have advised 
us of certain steps that they have taken or are taking. 

Mr. Farrstern. Wha are some of thos sane! 

Mr. Srapies. One of them I think is to set up a staff which will 
make an adequate technical review of the plans and specifications and 
equipment that is contained in the application of the individual 
sponsors, 

They have not had adequate stall to do that before. 

Mr. Faresrern. How about finance ? 

Mr. Srapies. Also to make a sear ching investigation into the 
financial status and to the type of pi ‘oduct that they are making, the 
marketability of t] 


hat product, in order to form a general conclusion 
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as to the capacity or the ability of the sponsors to be able to pay for 
what they are buying. 

Mr. Farrsrew. Did you therefore come to a conclusion that the 
agencies in charge of these projects are aware and have in your opinion 
taken adequate—and I use the word “adequate” advisedly—steps to 
correct the various faults that are disclosed in your report ¢ 

Mr. Srapues. We can only say they were aware of it and they have 
informed us subsequent to our departure from Korea what they pro- 
pose to do. 

We are not in a position at this time to assess the adequacy of the 
steps they have taken. 

Mr. Farestern. Is anyone able to assess the adequacy of the steps 
that they have taken or are alleged to have taken to cure some of these 
faults? 

Mr. Stapies. The only way I know of is for somebody to take another 
trip to Korea and see it on the spot. Otherwise, you would have to take 
the representations of the agency. 

Mr. Faresrern. Have any representations been made by the agency 
since the facts upon which this report were first gleaned ? 

Mr. Sraptes. Yes, they have. Through their comments on our draft 
report they have told us of certain steps they are initiating. 

Mr. Farssrern. How do you evaluate those reports ? 

Mr. Srapies. We can only say the steps sound good. If they are 

carried out they should lead to a successful cone lusion, to overcoming 
the deficiencies they have encountered before. 

We are not in any position to say whether they have or have not. 

Mr. Farrsrern. Would you say the agency itself could testify as to 
what has been done with relation to the steps that were recommended ? 

Mr. Stapres. I believe the agency would have to speak for itself on 
that, Mr. Farbstein. 

I imagine they would be in a position to testify. The representatives 
of the agency here in Washington would undoubtedly be depending 
upon the advice and information that they would get from their mission 
in Korea. 

Mr. Faresrern. You leave so much space, so much of a hiatus, that it 
seems we are unable to pin anyone down. In other words, whose word 
can we accept as a definite statement to the effect that A, B, and C has 
been done, that these corrections have been made ? 

Is there anyone that can definitely tell us this has been done? 

Mr. Campsriu. The ICA should be able to. It is the only agency 
that could tell you at thistime. We can’t. 

Mr. Farsstern. You say the ICA in Washington has to depend upon 
somebody’s word in Korea, and then the question is big her the in- 
formation furnished to ICA in Washington—Well, I don’t want to 
characterize it—let us say, is sufficient. 

Mr. Srarres. I just don’t know how to answer that question other 
than to say that at this moment we are not in a position to evaluate 
what steps they say they have taken. 

I would presume that an agency representative in Korea, would 
probably be the most direct testimony as to just what they have done. 

Mr. Proury. Will the gentleman yield ? 

Mr. Farestrern. Yes. 

Mr. Provury. I would like to raise this question: In your judgment, 
based on your experience in Korea, do you feel that on the whole 
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American personnel, those charged with the responsibility of adminis- 
tering the program in Kore: a, are sincere, honest and dedicated men ? 

Mr. Campre.t. W e have no reason to feel otherwise. 

Mr. Proury. een: 

Mr. Faresrern. The only one that can judge their ability is the 
agency itself ? 

Mr. Camrsetu. I would say so. May I go back to the matter of 
indictment? I would like to make it quite clear we are not in the 
business of indicting agencies or Governments. 

If that was your impression of this report- 

Mr. Farssrein. Obviously, the word “indictment” is a conclusion 
that is drawn from the facts. When I use the word indictment, I 
draw it from the facts that are presented to us. 

To my mind it is the only conclusion that I can come to from the 
facts that you present tous. You are not using the word “indictment.” 
Tam using it. 

You are only presenting facts. Yet from the facts that we are pre- 
sented with, that is the only conclusion that I can draw. So I come 
now to the question, and which I asked you to evaluate: That if the 
agency says that they have done things, taken the necessary steps as 
has been presented to you, that if they do take those steps, that under 
those circumstances it is your opinion that the work can be done 
properly, efficiently and expeditiously 

Mr. Campsetu. Yes, we feel if they follow our recommendations 
it will be become a good operation. 

Mr. Faresrern. Thank you. 

Chairman Zaniockr. Mr. Fulton. 

Mr. Fuiron. Some of us are interested, closely interested in the 
program on South Korea. 

Could you tell us on personnel if there has been a transfer by the 
International Cooperation Administration from Iran to South Kore: 
of any personnel that have been under fire for the kind of a job they 
were doing, or have there been any transfers that you know of from 
other areas of people under fire to the Korea program ? 

Mr. Campse tu. Mr. Fulton, I think a moment ago we did mention 
the fact of a transfer from Iran—I don’t think you were here—of 
Mr. Warne. 

Mr. Futron. What is his position / 

Mr. Srartes. Economic Coordinator. 

Mr. Fuiron. He would then really be the top economic man 4 

Mr. Campsetu. Yes, sir. 

Mr. Furron. Then may I have a few questions that we should ask 
your agency, and then submit either to the ICA in Washington or to 
the top economic man in Korea to answer 4 

On the first fertilizer plant, what technical group made the recom- 


mendation for its location at the point where it is now being con- « 


structed ¢ 

Mr. Sraptes. That was a survey that was made, I believe—— 

Mr. Furron. I am just going to ask the questions; you don’t have 
to answer them at this point. 

What is the reason on the $21.5 million construction contract for the 
fertilizer plant No. 1, that the contractor would ask for $9 million 


acd lit on: al ex xpen Ses In ee to complete it ? ¢ 
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Next, what is the background of the technical group that made the 
recommendation when the plant No. 1 was recommended to be so far 
away from markets, second, from raw materials, and thirdly, prob- 
ably far away from any labor supply and possible market ? 

Next, on the second fertilizer plant, 1 would like to have an ex- 
planation how the funds could be obligated by ICA when I believe 
that you people would agree, first, the plant location had not been 
selected, sec ondly, the type of fertilizer had not yet been chosen, and 
thirdly, even the raw materials had not been surveyed to find if there 
were raw materials near a possible plant ¢ 

In addition, I would like an explanation on fertilizer plant No. 1 
and on fertilizer plant No. 2 why the plans have been made for types 
of fertilizer that are not even commercially tested. 

The reason I am asking these questions before you is that if I am 
wrong on any statement on the question, not the answer, before I put 
it to you and the ICA, in Korea and in Washington, I would like to 
be corrected. 

1 would like to have explained the request for $9 million more by 
the contractor for supplemental added expenses on fertilizer plant 
No. 1 

What was the reason for the major engineering changes during the 
course of construction of the first fertilizer plant that do not follow 
the recommendations of the technical group who first investigated, 
nor the provisions of the contract as it was first let ? 

Another point: Why did it take so long to make decisions back in 
Washington on some of the engineering subcontracts when the Korean 
agency referred the decisions to W ashington for handling ? 

Was it redtape? Or was it necessary elapsed time? Or was it 
lack of engineering or corporate contract knowlec lge that caused the 
delay ¢ 

Next, there had been a question that had been raised here earlier. 
When a plan is not proceeded with expeditiously so that the construe- 
tion goes in fits and starts, there is obviously a higher cost involved, 
and when there are technical changes of a major engineering nature 
there is likewise the cost of changeover in addition. 

I would like to have an estimate from your agency as to what those 
possibly unnecessary or procedural or technical change costs might 
have been. 

If you would go through with the contract, you would get one 
result—— 

—— Zastocki. Mr. Fulton, are these questions directed to 
Mr. Campbell or are you asking these questions at this time for the 
staff to obtain the answers for you ? 

Mr. Furron. I have been directing all the questions, to whomever, 
or whatever agency can answer in Washington and to the ICA in 
vo and especially to the man in charge of the economic program 

1 Korea to come up with these answers on various problems in the 
ciiettactdon of two fertilizer plants. 

On the last one, though, which is the gaging of the amount of extra 
expense that had been incurred over and above what might have 
been reasonably anticipated if the original contract had been per- 
formed, I think that you are the best people to answer that one ques- 
tion. 
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[realize it isa problem. But when there have been all these changes 
of the nature that I have spoken of, certs ainly it has run into more 
money than if it had been adequately planned in the beginning. 

In conclusion, has the Korean Government been arbitrary i in work- 
ing with our contract people so that we are not able to select the most 
industrially feasible location and type of operation that is the most 
efficient ? 

The question is, Do local political considerations hamper our people 
so that we are not able to come up with the best result on these fertilizer 
plants, or any plant? I think this committee should know it. 

My final question is this, as to the priority which is given to the in- 
dustrial construction in Korea via our ICA agency in Korea. Is there 
a difference between the Korean Government's political approach and 
our ICA technical representatives’ business approach ? 

Are we running into trouble really on an ideological base as well as 
a business base ? 

A part of the final question is, are the relations of Korea with Japan, 
as they were pretty strained, causing us difficulties and costing the 
American taxpayers more money than we should otherwise expect in 
the ICA program in Korea ? 

Mr. Prouty. If I may be so bold as to interrupt, I wish we could have 
the answers to the last 1 or 2 questions today, if these gentlemen are 
prepared to give them. 

Mr. Campseti. These questions, except for the one question, I think, 
are directed to the agency. 

Mr. Furron. They are directed to the agency, but you may know 
something of the Japanese question. 

(The following information has been supplied by ICA for inclu- 
sion in the record in response to Mr. Fulton’ s questions :) 


ANSWERS TO SPECIFIC QUESTIONS RAISED BY CONGRESSMAN FULTON, WHICH WERI 
ORGINALLY ADDRESSED TO THE GENERAL ACCOUNTING OFFICE SESSION OF JUNE 
or On” 

25, 1957 


1. Question. What technical group made the recommendation for its location 
(first fertilizer plant) at the point where it is now being constructed? 

Answer. The site selected was one of approximately 14 sites considered by 
the Chemical Construction Co., a subsidiary of the American Cyanamid Co. and 
one of the oldest United States firms in the field of synthetic nitrogen design 
engineering. This company was then under a contract with UNKRA to make 
fertilizer plant study. The fieldwork was carried out by a team headed by 
Dr. D. H. W. Felch, a vice president of CCC, and including in addition, (1) L. V 
Kaltenecker, a civil engineer experienced in site selection, structures, foundations, 
ete., Who had participated in the design and construction of fertilizer plants by 
CCC in India, Egypt, and Mexico; (2) Richard Kilpert, a civil engineer experi- 
enced in water supply, treatment, and distribution and skilled in water analysis 
under difficult field conditions; and (3) Jules deW. Mayer, CCC representative 
in the Far East who had spent 42 years in the Orient as a planter and an agricul- 
tural expert. Actual selection of the final site was made by the Koreans and 
was 1 of 3 sites found feasible by the survey group, although it was not their 
first choice. This particular site was selected by the Republic of Korea because 
of (1) its availability to water, (2) proximity to indigenous coal deposits, and 
(3) security reasons. 

2. Question. What is the reason on the $21.5 million construction contract 
that the contractor would ask for $9 million additional expenses? 

Answer: Additional funds are required to offset increased costs of materials 
and labor, delays in job time, and delays in suppliers providing equipment due 
to steel strikes. 
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3. Question. Next, what is background of the technical group that made the 
recommendation when the plant was recommended to be so far away from (1) 
markets; (2) raw materials, etc. 

Answer. See answer to question No. 1. 

4. Question. In addition, I would like an explanation on the fertilizer plant 
No. 1 and the fertilizer plant No. 2, why the plans have been for types of fertilizer 
that are not even commercially treated. 

Answer. Urea, the type of fertilizer proposed to be produced, has been in 
commercial use in Europe, the United States and Japan. The CCC, in its second 
and final report to UNKRA in May 1954, switched its recommendation to urea 
from its original recommendation of ammonium sulfate in its preliminary report 
of February 1954. 

5. Question. What was the reason for the major engineering changes during 
the course of construction that do not follow recommendations of the technical 
group who first investigated, nor of the contract, as it was first let? 

Answer. No major engineering changes are involved during the present con- 
struction except in the case of the powerplant which was redesigned to permit 
both the burning of Bunker C fuel oil and indigenous coal. 

6. Question. Why did it take so long to make decisions back in Washington 
on some of the engineering subcontracts when the Korean agency referred the 
decisions to Washington for handling? Was it red tape, etc.? 

Answer. After 9 months of negotiations between Hydrocarbon, the design 
engineering member of the joint venture prime contractors McGraw-Hydrocarbon, 
and Vulean, two subcontracts with Vulcan, one for engineering and the other for 
materials, construction and operations, were submitted to ICA/W. Upon investi- 
gation, these subcontracts, as written, were found to be unacceptable due to 
various conditions which had been stipulated. It took from November 1955 to 
March 1956 for ICA/W to obtain necessary information from the prime con- 
tractors and to reach general agreement. The two subcontracts were finally con- 
cluded May 17, 1956, and July 3, 1956, respectively. This is not considered to be 
an unreasonable length of time for complicated arrangements of this character. 

7. Question. On the second fertilizer plant, I would like to have an explana- 
tion how $19 million could be obligated by ICA when I believe that you people 
would agree, first, the plant location had not been selected, secondly, the type 
of fertilizer had not yet been chosen, and, thirdly, the raw materials had not 
been surveyed to find if there were raw materials near a possible plant? 

Answer. While it is true that various final steps still had to be taken by way 
of site selection, determination of fertilizer type, etc., at the time this $19 million 
was obligated, most, if not all of the basic information had been assembled as a 
result of the survey by the Chemical Construction Corp. referred to above, a sur-’ 
vey which dealt not only with matters connected with the first plant but also with 
the whole South Korean fertilizer problem and the complex of further installa- 
tions which were required. However, even though this was the case, the obliga- 
tion would not have been made except for the belief that Ebasco, which had 
sent representatives to South Korea to work ont final arrangements for a manage- 
ment engineering contract with the South Korean Government, was going to 
begin the immediate engineering of the project and that this engineering could, 
because of the information available from the earlier survey, be completed 
very quickly. The Ebasco contract fell through, and the plan had to be abandoned. 

Mr. Proury. I’m not so concerned with that. I wish to know 
whether or not political or other considerations on the part of Korean 
officials constitute a principal difficulty to more efficient administration 
of the ICA program in Korea. 

Mr. Sraries. I think there is undoubtedly some of that, Mr. Prouty, 
in almost any kind of relationship, and particularly in one where the 
problems that are involved are of the order of magnitude that they 
are in Korea. 

There are undoubtedly political considerations that enter into al- 
most every one of these large undertakings. To what extent they 
affect them or whether or not they are adversely affected at all 
something that I think involves some kind of political judgment. 

From the economic side of it I think it is rather difficult to evaluate 
that. As to trade with Japan, we do include in our report here 
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reference to the fact that the general policy and the general attitude 
in Korea was one of reluctance to buy commodities in Japan for some 
time despite the fact that Japanese prices were more favorable than 
they were elsewhere. We understand that since the spring of 1956 
there has been a loosening of their attitude and more and more the 
agency is being able to persuade the Korean Government to purchase 
more and more from Japan and on the basis of competitive prices. 

Mr. Furron. Shouldn’t that be an original bilateral contract, that 
the purchases shall be made under this agreement at the best obtain- 
able prices for the quality and materials involved ¢ 

Mr. Srapies. The general ICA regulations, Mr. Fulton, provide for 
worldwide procurement at the best prices. 

Mr. Furron. Why isn’t it lived up to in Korea, because you are 
obviously saying to us that they have not been buying a fairly con- 
side1 ‘able quantity of these items at the lowest and best prices ? 

Mr. Campsetnt. We do draw attention to that in our report as a 
failing. 

Mr. Furron. I would like to have the specific instances pointed out 
where they departed from the policy that this Congress and this 
committee has laid down wherever major departures have occurred. 

Mr. Srapies. I don’t believe we have any specifics in the report. I 
would have to look back into our papers to see whether or not we have 
any specific instances. 

It is a point, Mr. Fulton, that was not argued by ICA at all. They 
readily concede. That istheir position. 

Mr. Fuuron. I would like, with the chairman’s permission, to ask 
that there be furnished a list of thos se major instances. 

Chairman ZasLtockt. Without objection, that will be done. 

Mr. Bentley 

Mr. Bentiry. I assume the 5-minute rule is as flexible in my case 
as in some of the others 
* Chairman Zapvockr. You can have as much time as you desire. 

Mr. Bentiey. In looking over some of the figures Shere in his pres- 
entation book in comparison between the period of approximate 
the fiscal year 1955 and the calendar year 1957, aie lad, we fn 
the revenues of the Korean Government have increased 250 percent, 
its expenditures have increased 300 percent, resulting in a deficit be- 
aac orant aid of 375 percent. Receipts in Our geen aid have 


increased over thi period of time 500 percent. and the de fieit after 


United States grant aid, the deficit has increased 175 percent over this 
veriod of time. 
L would like to ask the ventleme n. first of all, in view of this deficit 


and in view of the increasi a inflation that is voIne on In Korea, 


whether they are able to tell us of any steps the Korean Gcovernment 
is taking to inerease its tax revenues ? 

Mr. Campreiti. We were not informed of that, Mr. Bentley. 

Mr. Bentiey. Then I will ask the question: Over this 3-year period 
on which the report is based, Mr. C ampbell, would you give any con- 


clusion as to whether the Korean Government has become more or 


less dependent on outside aid, economically speaking, of course ? 

Mr. Camppetn. Mr. Bentley, L would like to answer that question 
this way: That our reports are that there has been no noticeable change 
in their dependency. There is no indicatien that they have become 
Sieddietatident than they have been in the past. 
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Mr. Benviey. I read these figures rather rapidly, Mr. Campbell. 
It seems to me that over a 2-year period an increase in a deficit of 175 
percent would show an increasing dependence on the outside aid, would 
it not? 

Mr. Camene.t. I don’t know whether that follows, necessarily. But, 
I say, they have not become less dependent. I am not informed on the 
figures you have been reading. 

“Mr. Bentiry. You speak on the top of page 6 of your statement 
of the need for a realistic long-term economic plan which will recog- 
nize the limitations of resources in Korea but work toward lessened 
dependence on outside aid. 

Would the conclusion be fair to draw that the dependence on outside 
aid is very considerable and has not changed materially in spite of 
our aid programs to Korea over the past few years! 

Mr. CampsetL. We believe that is correct. 

Mr. Bentiey. Do you feel that the adoption of such a plan would 
be able to make the Korean economy self-reliant ? 

Mr. Camrseti. It depends on the plan that is worked out. 

Mr. Bentiry. You haven’t specified the plan here in your state- 
ment. Is it spelled out in the report as to what type of plan you 
advocate ? 

Mr. Campsetn. We have not attempted to do that. We think that 
is entirely an agency decision, and we are not competent to formulate 
a plan. 

Mr. Bentiry. Would you say, Mr. Campbell, the reasons that de- 
pendence on outside aid have not materially changed during this time 
have been among other factors, occasioned by some of the develop- 
ments that you have mentioned in your report, I would say, from a 
critical standpoint ? 

Mr. Camppetu. That the continued dependence 

Mr. Bentiry. The level of dependence you say has remained pretty 
constant. Has the reason it has not changed, not improved, in spite 
of the fact that the aid program to Korea over the past several years 
has been fairly substantial, been, among other causes, perhaps some of 
the things that you bring up in this report ? 

Mr. Camppe.y. Some of the things, but I don’t think there is any 
implication that the ICA or FOA operation has caused a continuance 
of dependence, that the management has caused that. 

Mr. Bentiry. I am not trying to indict the management. I am 
trying to find out if, with all the money that has gone into Korea in the 
last few years, if we shouldn’t have expected a betterment in the Ko- 
rean economy from the standpoint of self-reliance, and if the reason 
we haven't achieved that is because of some of the things that you 
have mentioned ? 

Mr. Camppett. Yes, sir. 

Mr. Bent ey. That is what I am trying to bring out. You do think 
that the adoption of some of the suggestions you have made here would 
make the Korean economy more self-reliant, and over a period of time 
presumably to enable a decrease in outside assistance ? 

Mr. CamrseLy. We would hope that it would. I am not sure it 
would, but we hope it would. 

Mr. Srapies. I think there are a number of imponderables involved 
in this problem of increased or lessened dependence. 
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The biggest one I can think of is the direction and size of the mili- 
tary effort over there. That has an awful lot to do with how much 
aid Korea must receive from the outside. Because one of the main 
objectives of the economic program is to sustain the military effort 
at the level at which it has been set. 

If that level is increased or decreased, that will have a very direct 
bearing upon the extent to which outside assistance is necessary. It 
has been the expressed opinion of most authorities and observers that 
we should not look to Korea for any measure of self-sustenance, that 
at the present level of things, particularly the military effort, they 
can’t. They can never hope to sustain themselves. 

Another factor involved in this is the industrial expansion and de- 
velopment program. In other words, rehabilitation has been to a very 
large degree accomplished, and what they are embarking on now is an 
industrial expansion program which has been made all the more nec- 
essary by the division of the country, whereby the industrial segment 
of the country was in the north, and the agricultural was largely in the 
south. 

Now you have that country divided, and they have to develop an in- 
dustrial base in the south pretty much from scratch. 

Mr. Benttey. One more point. Has the inflation in Korea 
adversely affected the cost of our program there to any great extent? 

Mr. Staptes. I believe it has had an effect. 

Mr. Bentiey. Has it been a considerable effect ? 

Mr. Startes. That is pretty hard to measure. They have been la- 
boring in an inflationary period. I think it is bound to affect it. But 
to say how much I wouldn’t even attempt that. I think it has been 
significant. 

Mr. Bentiey. You didn’t look into the question of the effect of the 
inflation upon either the Korean economy or our own program costs? 

Mr. Srapies. We observed it and saw it had an effect. How anyone 
could measure that effect, Mr. Bentley, I don’t know. 

Mr. Campse.ti. I would call it a substantial effect. 

Mr. Bentiey. Would you say, also, the inflation has been caused 
primarily by the failure of the Korean Government to take adequate 
steps to control it ? 

Mr. Srapes. I don’t think that could be said. You take any coun- 
try emerging out of the war as Korea did, and the same situation, same 
conditions applied in Western Europe after the last war, that is bound 
to have some inflationary effect. 

Mr. Bentiey. The artificial exchange rate would have no bearing 
on it ? 

Mr. Campse.u. Very much so. 

Mr. Bent ey. It isan artificial rate; is it not? 

Mr. Sraries. They have established it at 500 to 1. It has been that 
way, I think, since August 1955. 

Mr. CampsE.u. It is an established rate. It is artificial since it is 
established. 

Mr. Benttey. In terms of the black market, it is artificial ? 

Mr. CampseLy. Yes. 

Mr. Farsstern. Will the gentlemen yield ? 

Mr. Benttry. If I have time. 

Mr. Farsstetn. I notice on the chart the aid is divided between 
defense support and military support. You talked of industrial ex- 
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pansion. Is this proposed industrial expansion considered part of 
defense support ¢ 

Mr. Srapies. It has been, so far. I don’t know what the plans are 
for 1958 and thereafter, Mr. Farbstein. I haven’t looked at their 
presentation. 

Mr. Faresrern. According to this, it is either military or defense 
support, and the point I seek to learn is whether or not any of our 
funds are to be used for purposes other than military or defense sup- 
port. 

Mr. Srartes. It is how you define “defense support,” and what is en- 
compassed within the framework of defense support. 

Mr. Farsstern. Defense support yesterday was defined to sustain 
the military. Within that context, would you say that any of the funds 
that are being used in Korea are for purposes other than military or 
defense support ? 

Mr. Srapies. That is a rather tough question, because I think, if you 
set out to do it, you can probably establish a relationship between any 
industrial project and military support. 

But, offhand, I would say that the agency has a problem in the light 
of the specified definition that has been given to defense support to 
specifically sustain the military effort. I think the agency has a 
problem of defining what is to go within that framework, and whether 
or not these industrial projects that they have undertaken are to be 
defined within the new definition of defense support or whether they 
will more likely be considered as part of the development fund. I 
can’t answer that question. I don’t know how the agency will han- 
dle it. 

Chairman Zasovocki. Dr. Judd. 

Mr. Jupp. Following up the question of Mr. Bentley, do you have 
any information as to whether this program and the amounts of money 
appropriated by the Congress were ever designed to make the Koreans 
less dependent on us? 

Mr. Camppett. We have no information on that. 

Mr. Jupp. Hasn’t it always been on the flotation basis, just enough 
to keep them alive, keep them going at the level they are, and little 
effort at development ics that, development assistance in the sense 
that we are doing it in India and a good many other countries ? 

Mr. Srarues. I think, Mr. Judd, in our report we have a description 
onthat. Weare looking it up now. My recollection is that the Presi- 
dent at the time he established the program, as it has been existing 
since the armistice, speaks of establishing a viable economy, and of 
sustaining and making the Korean Government more nearly self- 
sustaining. I don’t believe that anybody, including the President, 
has gone so far as to say that the Korean economy will be self-sustain- 
ing. 

Mr. Jupp. Each time the President sent down and asked for the 
amount of money he thought necessary, the Congress cut the money, 
so all he was able to do was keep the patient alive. The chairman will 
remember a year and a half ago when in Korea we and our people were 
asking for about [security deletion ] million. I asked dain: “How 
much more do you estimate it would take to enable Korea to get over 
the hump?” That is, to keep it alive and maintain its large military 
establishment, and, in addition, put enough into building up the pro- 
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ductive capacity of the economy so that, over a period of 3 years, 
Korea could become self-sustaining. 

Mr. Wood, who was the Economic Coordinator at that time, and his 
experts said : 

If we could put in $150 million more a year for 3 years, we could make it so it 
would be self-sustaining. 

I came home and tried my level best to get that. [Security deletion. ] 
Why not put in $150 million more for 3 years and get toa point where 
we could cut down? We couldn’t get the Congress to do it. I don’t 
think that the agency can be bl: med because it didn’t get all it re- 
quested. I am sure that the technical skill is there, that the ground- 
work has been laid on which to develop an industrialization which 
would make them self-sustaining. The fact is we can’t blame them 
for that when we never gave them as much as was asked as a minimum, 
and they themselves said it would take $150 million a year for 3 years 
in order to get them over the hump so they could go on their own in- 
stead of our having to furnish the same large amount each year. 

Again, Mr. C ampbe II, do you also carry on surveys of the operation 
of the Army engineers and the Public Buildings Administration, other 
agencies that construct public works in the U nited States? 

Mr. Camppeii. Yes, sir. 

Mr. Jupp. Have you ever studied why the Army engineers made 
such misealculations on the St. Lawrence seaway, that it will cost us 
so much more than first was authorized ¢ 

Mr. Camesetyt. We are aware of that. 

Mr. Jupp. Have you studied the Big Thompson Canyon project out 
in Colorado, which, I think, was going to cost something like $11 mil- 
lion and cost something like $70 million ? 

Mr. Campsetr. Iam not up on that. 

Mr. Jupp. I wonder if you have investigated the situation in my 
district to build the upper harbor—the engineers thought it would 
cost $8 million or $9 million, and it is now up to $32 million. They 
miscalculated. The foundations were sandstone instead of limestone. 
The same thing happened as out in Korea 

I wondered if you had taken into the consideration the miscalcula- 
tions and failures of the Army engineers to make accurate surveys and 
estimates, and they have been in this business for 150 years, and are 
the best in the world, in comparison to the kind of ae aken estimates 
that were made in Korea ? 

Mr. Campseti. The Corps of Engineers could probably give more 
detail on that. 

Mr. Jupp. I am sure you recognize that to ask for greater accuracy 
over there than we are able to get here at home, with peace and with 
all our expert personnel, would be a counsel of perfection. I regret 
the waste, but I have to recognize the costs as part of the price we have 
to pay for keeping somebody alive who is enormously important to 
our own survival. 

I would like to ask a question along the line of Mr. Farbstein’s. Did 
you find any attempts by ICA to conceal from you essential facts re- 
garding mistakes? Were they reluctant, put it that way, to cooperate 
in ee irregularities ? 

Mr. Campsetit. No. We have a very workable arrangement with 
ICA to obt: ain what information we require. They were very cooper 
ative. I don’t anticipate they would be otherwise in the future. 
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Mr. Jupp. I would judge from your recommendation at the end, 
that the level of programing should be geared to a more realistic esti- 
mate of what can be undertaken within a re: sonable time, that you 
believe we would go faster if we did fewer projects better ? 

Mr. Srapies. Yes. 

Mr. Ju pp. I couldn’t agree with you more on that. That has been, 
I think, the number one mistake of our programs around the world. 
We have tried to go too fast, spread ourselves too thin. We are try- 
ing to do in those countries sometimes what would have been very 
difficult for us to do here or in already industrialized countries like 
England, France, and Germany. When we try to do too much too 
fast, we have inevitable confusion because we are dealing with people 
in the 2d grade in school, so to speak, as if they were in the 12th grade. 

Thank you. I think your study is very helpful. I wish it could be 
done in every country. Perhaps the tendency of some will be to come 
to the conclusion that because of these bad situations, therefore we 
should scrap the program. 

You don’t draw that conclusion. Your conclusion is that we should 
fix the program, tighten it up, learn from our experience and make 
it more efficient in terms of accomplishing what we are trying to do 
with fewer dollars? 

Mr. Srapres. That is it exactly. 

Chairman Zasuockt. Mr. Prouty. 

Mr. Prowry. Dr. Judd’s last question was the one I had in mind. 
Do you in this report recommend the abolition of any specific pro- 
grams or projects 4 

Mr. Sraries. No. 

Chairman Zanrockt. The chairman has asked me to announce that 
the full committee sitting as a committee of the whole will meet this 
afternoon at 2:30 p. m. in executive session, and will be presided 
over by the Honorable Omar Burleson. The committee will hear the 
Honorable Joseph Campbell, Comptroller General of the United 
States, who will testify on the GAO review of the military segment of 
the mutual security program presentation. The committee is ad- 
journed. 

(Whereupon, at 1 p. m., the committee recessed until 2:30 p. m.) 


COMMITTEE OF THE WHOLE ON NATIONAL SECURITY 
AFTERNOON SESSION 


(The committee reconvened at 2:30 p. m., the Honorable Thomas S. 
Gordon, chairman, presiding.) 

Chairman Gorvon. The committee will come to order, please. Pur- 
suant to our schedule, the committee will resolve itself into the Com- 
mittee of the Whole on National Security and receive further testi- 
mony on the mutual security program. 

Mr. Burleson, will you please take the chair? 

Chairman Burteson. Thank you, Mr. Chairman. 

We will hear further testimony from Mr. Campbell on the military 
aspects of the mutual security bill. 

Mr. Campbell, your statement this morning was very interesting 
and I am sure your statement this afternoon will be also. We shall 
be glad to hear you and you may proceed in your own way. 
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Mr. Campseti. Mr. Chairman, and members of the committee, we 
are glad to appear before you to assist you in your consideration of 
the military assistance program. We understand the committee’s pri- 
mary interest is to obtain all views with regard to the program pres- 
entations submitted to the Congress covering the military segment of 
the mutual security program as well as any observations we have on 
the administration of the program. 

The General Accounting Office has been engaged in a review of 
selected areas of the military assistance program. This review has 
included the development of military assistance requirements, the 
procedures and controls relative to the supply, storage, and shipment 
of end items, and the utilization of delivered materiel by the recipients. 

Our reviews have disclosed certain conditions in the planning and 
administration of the military assistance program which we think 
should receive consideration by the Congress and by those responsible 
for the administration of the program. 

Included in the legislation under consideration by your committee 
is a request for continuing authority for carrying on the program. 
The decision as to whether such authority is desirable is, of course, 
a matter for determination by the Congress. 

We have found, however, that there is a real need for additional 
long-range planning and the preparation of long-term program esti- 
mates by the executive agencies in their development of the annual 
programs. Such planning is necessary irrespective of the length or 
terms of the authority granted by the Congress. 


PROGRAMING OF MILITARY ASSISTANCE 


The usefulness of the data presented to the Congress in support of 
the annual program authorizations and budget requests for military 
assistance, and the validity of the reservations of funds appropriated 
for this program depe md to a considerable extent on how well the 
executive agencies are able to estimate the bona fide needs of our allies, 
and are able to dev elop f irm, realistic programs to satisfy these needs. 

We wish to summarize briefly for this committee our observations 
with respect to this programing process, and our suggestions as to how 
it may be improved. Most of these suggestions have already been in- 
formally brought to the attention of the Department of Defense and 
will be included in our report on the military assistance program. We 
have been impressed with the manner in which Defense officials are 
striving to overcome the deficiencies we have noted, and improve their 
management of a very complex and difficult program. 

However, we believe that increased attention should be given to 
the following matters in the future programing of military assistance. 

The United States Joint Chiefs of Staff recommend force objectives, 
expressed in terms of major military forces of our allies, that the 
United States will support under the military assistance program. 

These objectives are not related to any partic ‘ular year but re present 
final goals. The greater part of each year’s military ‘aid appropriation 
has been used to equip, maintain, and modernize some or all of these 
forces in the various countries being supported. 

With respect to the present procedures for establishing goals for 
developing and implementing country military assistance programs, 
we have made the following observations during our review. 
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1. It appears that the force objectives are not always realistic in 
terms of capabilities of the country concerned. Certain countries will 
probably find it difficult or impossible to maintain as effective fighting 
forces the units for which the United States is providing equipment, 
even after taking into consideration the related economic aid that the 
United States may provide. We have some doubt as to whether 
sufficient emphasis has been given such factors as country defense 
supply and production facilities and military and civilian personnel 
resources that could in the long run determine the success of our efforts 
to develop effective fighting forces in these countries. 

The Mutual Security Act of 1954 requires that agreement be 
reached regarding the terms of assistance before supplying aid, since 
the effectiveness of the program for any country depends upon 
recognition of the fact that the military assistance program is a mutual 
endeavor, and upon a full and mutual understanding of the purposes 
of the aid and of the obligations assumed by the United States to 
supply and by the prospective recipient to utilize the equipment neces- 
sary to meet the announced purposes. Although the United States 
has negotiated such agreements with prospective recipients, some coun- 
tries have not made the contribution to the attainment of the force 
objectives contemplated by such agreements by providing forces to 
utilize and maintain the equipment which we provide, even though a 
capability to do so reportedly exists. 

We have observed that the United States force objectives, and the 
assumptions on which they are based, are not always accepted by 
recipient countries. Some countries may establish their own consid- 
erably lesser objectives, and use their own resources to further those 
objectives in a manner that may defeat in whole or in part the purpose 
for which the United States assistance is being extended. 

Indications are that this lack of acceptance in some cases is due to 
inadequacy of the agreements to assure that a full and mutual under- 
standing has been achieved with the prospective recipients as to the 
objectives, limitations, and general ground rules applying to the 
U nited States assistance. 

3. Force objectives are not always motivated by military considera- 
tions or limited to military purposes. In some cases they may be 
established for such general purposes as orienting a country toward 
the West with the result that the military contribution that some of 
the country forces that are receiving United States support can make 
is probably of a token nature. Aid for such general purposes even 
though it is given in the form of deliveries of military equipment 
should not require the establishment of specific force objectives. 

The primary purpose of such assistance is not to equip these forces 
with a capability of accomplishing the basic military objectives for 
the defense of the United States or the mutual defense of a given area. 

We believe it desirable to distinguish insofar as possible between 
military assistance to meet strategic objectives and military assistance 
to meet these other United States objectives. Otherwise the political 
motivation of the assistance may become confused or lost at some 
sti ge of the authorization and budgeting processes. 

. Force objectives may be recommended for countries in which the 
ot imary purpose of U nited States assistance is the securing of base 
rights for United States military forces. In such cases, the milit: ry 
aid program can be considered a quid pro quo, and the level of aid may 
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not bear any direct relationship to the costs of equipping specific 
forces. 

Under these circumstances, it does not appear that such aid requires 
the establishment of specific force objectives since, as we have pre- 
viously pointed out, the United States is not primarily concerned 
with the military effectiveness of these country forces. The danger 
always exists that force objectives, once established to carry out such 
purposes, will have an independent existence, and that the original 
motivation will be overlooked in the periodic reviews in future years. 

5. The National Security Council and the Department of Defense 
have indicated that continued support of all force objectives, world- 
wide, will probably be beyond the limit of United States resources 
likely to be available. 

However, we have not found any evidence that the objectives are 
being systematically analyzed before being accepted as the basis for 
military assistance to assure that they are within the limits of avail- 
able resources. Although continued support of all current foreign 
military force objectives may, in the aggregate, require funds over 
and above those likely to be available, it is not clear at what time and 
in what manner these objectives will be brought into harmony with 
we: availabilities. 

The worldwide cost of filling equipment deficiencies for all ap- 
Sad forces has been greatly in excess of the funds available in a 
given year; however, force objectives have not been refined to such 
an extent that program officials can determine the most urgent or 
serious equipment deficiencies. 

We believe that the military assistance program will be successful 
only insofar as it promotes and aids the convergent interests of the 
United States and the individual countries being aided. A military 
aid program which exceeds the goals that are fully accepted and sup- 
ported by the recipient country will probably never result in effective 
forces upon which United States military authorities can place 
reliance. 

It is our opinion that the programing of military assistance can be 
improved if an overall review is undertaken by the Secretary of De- 
fense and other executives agencies of the force objectives that have 
been approved as the bases for programing military assistance. Such 
a review should include the determinations that in estimating the force 
ogee tives: 

Full consideration has been given to the capabilities of the pros- 
i recipients to support and maintain the forces to be equipped, 
the prospective economic aid that will be required from the United 
States if these forces are supported, and the effect that the military 
burden within the countries supported will have on their long-range 
ec onomic development. 

An understanding has been reached as to the contribution that 
will be made and the standards of utilization that will be achieved 
by the recipients. 

3. Force objectives have been limited, insofar as possible, to country 
forces contributing to military objectives. It is undoubtedly imprac- 
tical to segregate entirely the political, economical, and military moti- 
vations in our mutual-sec urity programs. 

4. Within the overall country estimates priorities of desired accom- 
plishments have been developed so that the funds authorized and 
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appropriated in any given year could be used in the most advantageous 
manner. 

Once such a review has taken place we believe that country military 
assistance programs in support of force objectives in these countries 
“s be developed in the following manner: 

The cost of equipping, maintaining, and modernizing the forces 
inc “iuded | in the objectives for each country supported should be esti- 
mated to provide a basis for long-range planning and budgeting of 
country requirements. The costs should be w eighed against the impor- 
tance to the United States of achieving our objectives within the 
country. 

In other words a top ceiling for aid to a given country would be 
estimated after giving due weight to the country” s capabilities for 
contributing to the common defense and capabilities for self- -support. 

Projected costs of supporting force objectives in all countries 
should be thoroughly considered in order to arrive at the long-range 
cost to the United States of equipping, maintaining, and modernizing 
these forces, worldwide. A determination should be made as to 
whether these costs are within the long-range capability of the United 
States and are not excessive in ageregate for accomplishment of 
United States objectives. Otherwise, the United States may be faced 
at some stage with the problem of having equipped forces which on 
a worldwide basis the United States is unwilling to support or is 
incapable of supporting, and which if the U nited States does not 
maintain, the country or countries involved cannot or will not support. 

Annual appropriation requests should show the long-range cost 
of colling for each country, the portion already funded, “the portion 
requiring funds in the budget year, and the time-phased costs for 

carrying out the remainder of the program. 

It is recognized that the estimates of the long-range costs of carry- 
ing out the program will be subject to change, and that revised esti- 
mates will have to be submitted periodically. 

It is our opinion that if the military assistance program were de- 
veloped in this manner, the Congress would have a better basis for 
appropriating funds and for t reviewing program performance. The 
executive agencies would also be in a “better position to reduce the 
lengthy and « omplex programing process required to develop require- 
ments each year since an overall plan would exist, within which annual 
programs could be doe eloped with less difficulty. 

We believe that it is essential to congressional control over the 
military assistance budget that each appropriation request be related 
to the overall objectives that the United States is striving to achieve 
in the various countries being aided. 

This relationship can be strengthened if estimates are prepared as 
to the long-range costs of achieving these objectives. - Congress 

can then take into consideration the resources already available from 
past appropriations in determining the amount of additional funds 
required to carry out projected programs. 

The Congress should also have availab le estimates as to prospective 
program accomplishments during various periods against which it 
would subsequently be able to review program performance. Such 
reviews are necessary to insure that the purposes for which aid was 
programed in earlier years are being achieved. For example, the 
military-aid program to date, under “which the military equipment 
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amounting to over $17 billion has been provided, in some countries 
has not, in the opinion of our military authorities, resulted in the 
creation and maintenance of effective fighting forces by present-day 
standards. It does not follow that the military-assistance program 
has not been successful, since, as we have pointed out, military aid is 
not being given solely to create effective military forces. In addi- 
tion, the forces equipped, in general, are more effective than they 
were before receiving aid. 

But, how effective should these forces be at this stage? How much 
additional assistance will be required to increase their effectiveness 
or to otherwise achieve United States objectives? If the Congress 
authorizes and appropriates the funds requested this year, what 
standards for accomplishment have been established so that the Con- 
gress will know next year, or in succeeding years, whether these funds 
have been used prudently ? 

These are difficult questions to answer and their solution cannot be 
guaranteed by any method of programing and budgeting of require- 
ments. 

However, we believe that much better answers could be provided if 
long-range estimates of program costs were developed, a | standards 
of program performance were established in accordance with our 
recommendations. 

PROGRAM MANAGEMENT 


During our current review we, as I have said, have been impressed 
with the efforts being made by defense officials to improve the man- 
agement of the military-assistance programs. We are aware that 
several of the suggestions just summarized are being emphasized in 
the current programing of military assistance. 

We also realize that these suggestions cannot all be implemented 
immediately and that development of long-range programs must be, 
to some degree, an evolutionary process. The Office of the Assistant 
Secret tary of Defense for International Security Affairs, which has 
the primary responsibility for administration of the military assist- 
ance program, has attempted to set up area and country priorities 
within the overall force objectives that would be valid regardless of 
the size of the program. 

Emphasis is being placed on more detailed analyses of country capa- 
bilities and on dev eloping actual country usage data instead of relying 
on standard factors. More specific guidance i is being furnished over- 
seas agencies so that program submissions will be more uniform, more 
intelligible, and more capable of analysis and consolidation at the 
Washington level. 

A special Department of Defense working group has been studying 
the reporting system for the military assistance program. Our re 
views within the military departments have shown that deficiencies 
exist in current reports on the military assistance program. 

Some of the data reported is inaccurate or untimely. Our repre- 
sentatives have participated in the Defense working group reviewing 
the reporting system for the military assistance program. 

Efforts are being made to shorten the programing process so as to 
release each annual program to the military departments for imple 
mentation at an earlier date. The bulk of the 1957 programs were 
initially approved in December 1956, as compared with the fiscal year 
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1956 programs approved in April 1956 and similar approvals in the 
last months of earlier fiscal years. 

Many changes were found to be necessary in the 1957 program, how- 
ever, Which delayed program implementation by the military depart- 
ments. ‘The defense agencies overseas have already submitted their 
refined 1958 requirements and it is anticipated that fiscal year 1958 
funds can be released to the military departments soon after these 
funds are appropriated. It would be desirable, of course, to release 
each annual program to the departments in time for them to incorpo- 
rate the military assistance requirements in their annual procurement 
programs. 

The budget justification submitted by the executive agencies for 
funds to carry out the 1958 military assistance program does not con- 
tain estimates of long-range costs of achieving United States objec- 
tives in the individual countries being supported. 

For some countries estimates of this nature have been prepared, 
although so far as we know they have not been accepted by responsible 
officials as long-range planning goals. 

As we have previously suggested, we think that the Congress should 
have information of this sort for all countries being supported in 
order to have a better basis for congressional action. 


SHIFT OF MILITARY ASSISTANCE TO THE DEFENSE BUDGET 


The placing of the military assistance program in the budget of the 
Department of Defense will not, of itself, bring about a change in 
developing military assistance requirements. While we have no ob- 
jection to the shift, there are two points we would like to mention. 

It is believed that the military assistance authorization, as distin- 
guished from the authorization for defense support, should include 
only the military assistance programs which are for direct support of 
country military forces in furtherance of United States military goals. 
As we previously indicated, the delivery of military equipment under 
the military assistance program has not always been made on the basis 
that the forces receiving the equipment will in any real sense be con- 
sidered effective combat forces or be in a position to make a substantial 
military contribution in the event of conflict. 

We believe that where assistance is furnished to countries for pri- 
marily political purposes, such aid should be handled from special 
assistance or development assistance funds. 

With reference to defense support we agree that such aid should be 
limited to that aid which is specifically designated to sustain or in- 
crease the military effort of the recipient country, and therefore, 
recommend approval of the proposed change in language of section 
131 (a) of the Mutual Security Act to insert the word “specifically” 
before the word “designated” in the first sentence of the section. 

We believe that the interpretation of this change, as expressed by 
the Senate Committee on Foreign Relations in its report on S. 2130 
(S. Rept. 417, p. 9) should be strictly adhered to in administering the 
foreign aid act. 

UNDELIVERED PROGRAM BALANCES 


The Department of Defense has estimated that about $3.9 billion 
appropriated through fiscal year 1957 by the Congress, and obligated 
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or reserved before June 30, 1957, will be carried over to fiscal year 
1958. This sum will be available to meet deliveries under on mili- 
tary assistance program during and after the 1958 fiscal year. De- 
liveries during 1957 are estimated to total about $2.2 billion which 
would indicate an average pipeline requirement of almost 3 years is 
being financed. 

The undelivered balance at June 30, 1957, can be attributed in part 
to the long production lead time for certain military equipment and 
the fact that due to the le1 igth of the programing cycle very little of 
the 1957 program will be delivered during the fiscal year. 

We have already pointed out the efforts being made by the Depart- 
ment of Defense to shorten the period between the appropriation of 
funds and approval of programs to utilize these funds. We believe 
that the suggestions that we have made with respect to the programing 
process, if adopted, will assist in shortening the program cycle, and 
in this way reduce the fund requirement for financing this lead time 
or administrative pipeline. The preparation of annual programs 
will be simplified if they can be developed within the framework of 
overall long-range plans. 

Among the other factors which have contributed to the size of the 
undelivered balance at June 30, 1957, are the following. One country 
program has slipped considerably due to the slowness with which the 
country is developing its forces. In addition, the Air Force spare 
parts requirements worldwide have been considerably overestimated 
in past years. While the Air Force spare parts program has been 

reduced during 1957, the reprograming of the funds released in this 
manner has not yet resulted in significant program deliveries. 

We observed during our review that the present accounting and 
reporting procedures are inadequate to provide current and accurate 
data pertaining to program accomplishments. 

For example, at the end of fiscal year 1956, the backlog of informa- 
tion resulted in much confusion and duplicate billings, in an amount 
that cannot be determined precisely, to the military assistance 
program. 

We are recommending to the military departments that considera- 
tion be given to making certain changes in the accounting and report- 
ing for military assistance shipments which we believe will assist in 
overcoming this problem. 


FISCAL PROCEDURES 


Based upon our current review of the fiscal operations of the 
Comptroller, International Security Affairs, we believe that the pro- 
cedures in effect are within the authority of existing legislation and 
are adequate to control the funds appropriated by the Congress for 
military assistance. However, we wish to point out the following 
limitations to the present method of budgeting, and appropriating 
nae 

In 1957, and prior fiscal years, the process of refining the tenta- 
tive program used to support the budget request has resulted in sub- 
stantial changes being made both in end items to be furnished, and 
dollar ceilings of aid to be furnished to recipient countries. Thus 
the program to be implemented has differed substantially from the 
program used to request funds. 
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In addition the approved programs, on the basis of which common 
item orders are issued and funds are reserved for reimbursement to 
the service appropriations, are subject to many amendments and 
changes before materiels are delivered or services are rendered. 

2. Current appropriation requests for military assistance are con- 
sidered and made by the Congress on an obligation basis. As long 
lead times are involved in each annual program, this results in large 
sums of money being appropriated years before they are needed to 
liquidate obligations. 

3. The programs for 1957 and prior fiscal years do not include 
long-range estimates of costs necessary to accomplish the individual 
country programs from buildup through maintenance and modern: 
ization. 

We have previously pointed out that we believe that preparation of 
such estimates is necessary to the development of sound annual pro- 
grams, and the review by the Congress of these programs. 

One approach to these problems would be to state appropriations 
on an accrued expenditure basis. Appropriations would be made on 
the basis of goods to be delivered or services to be performed during 
the fiscal year rather than on the basis of obligations to be incurred. 

Under this basis there would be submitted initially the long-range 
program, previously discussed, showing the total funds required for 
its completion, projected in terms of years. 

The Congress, if it approved the program, would enact an annual 
appropriation in terms of the estimated accrued expenditures re- 
quired for the year under consideration. 

In addition, the Congress would give authority in terms of the 
dollar amount required for orderly forward contracting during the 
budget year. This would bring about an annual review of the pro- 
gram from the standpoint of costs and accomplishment, both com- 
pleted and projected. 

We also wish to point out that if the Congress deems it advisable 
to authorize military assistance funds to remain available until ex- 
pended, as requested by the administration this year, and appropria- 
tions are made on this basis, it would be no longer necessary to con- 
tinue the authority contained in section 108 of the Mutual Security 
Act of 1956, which authorizes the Department of Defense to reserve 
military assistance funds to reimburse the military departments for 
deliveries made subsequent to the normal obligation period for annual 
funds. 


EXCESSES 


The Mutual Security Act of 1954 requires that arrangements be 
made with nations receiving military grant aid for the return to 
the United States for salvage or scrap, or for such other disposi- 
tion as the President shall deem to be in the interest of mutual 
security, of any such equipment no longer required for the pur- 
poses for which it was furnished. 

Agreements have been negotiated with most countries receiving 
military assistance. We have observed, however, that once the 
equipment is delivered and title has passed some of the recipients 
apply their own standards before agreeing to any redistribution 
of any equipment no longer needed for the purpose programed. 
This indicates the possibility that the special agreements have not 
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achieved full and mutual understanding as to the purposes for which 
the aid is furnished. In the absence of such an understanding the 
agreements provide little real assistance to United States agencies 
in recapturing equipment which, by United States standards, is ex- 
cess to the needs for which the equipment was originally programed. 

In some countries the agreement merely provides that the recipient 
will inform the United States of any equipment which, in the coun- 
try’s opinion, is no longer required for its mutual defense assistance 
program. 

The agreement may be silent as to whether the United States can 
initiate such declarations, or as to such considerations as who will 
restore returned material to serviceable condition. 

Under these circumstances, it is not surprising that comparative- 
ly little equipment has been recaptured, and redistributed to other 
recipients. In at least one instance the United States has been un- 
able to recapture equipment no longer required for the recipient’s 
NATO forces, which was the basis for programing, since that coun- 
try insists that the distinction between NATO and non-NATO forces 
is arbitrary, and no equipment is excess so long as any of the coun- 
try forces need it. 

While we do not believe that any useful purpose is served by long 
negotiations with other countries over equipment the value of ‘which 
is small or for which the United States has no other need, it is obvi- 
ous that every possibility of filling program deficiencies through ex- 
cess redistributions should be exhausted before additional funds are 
requested to meet the needs. 

The excess problem appears to be most acute in the spare parts 
area. The difficulties inherent in computing spare parts require- 
ments and in predicting spare-parts consumption made the genera- 
tion of excesses almost inevitable. 

Unless the United States is able to recapture these excesses, the 
cost and difficulty of furnishing adequate spare-parts support are 
increased. 

So far as we have been able to determine, Defense has not devel- 
oped any estimates as to the quantities and values of delivered spare- 
parts excess to the requirements of the recipients for which a need 
exists or may exist elsewhere. 


SPARE-PARTS SUPPORT 


Current defense policy on spare-parts support for military assist- 
ance recipients is outmoded and should be revised. This policy, 
which is expressed in a document issued in January 1955, addressed 
itself only to the assumption of financial responsibility for spare- 
parts support by the recipients as soon as possible, and emphasizes 
the negotiation and execution of spare-parts cutoff agreements. 

Agreements have been negotiated with some countries to achieve a 
cutoff of American spare-parts support for selected items. The De- 
partment of Defense has also emphasized that the degree to which 
more advanced weapons will be furnished under the program is de- 
pendent on the extent to which the countries can meet their own 
requirements for the maintenance of conventional arms already 
delivered. 
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While it may be desirable to relieve the military assistance pro- 
grams of the burden of continued maintenance, it must be recognized 
that some countries will never be financially able to supply spare 
parts for the forces being equipped under the military-assistance pro- 
gram and a policy concerned only with that purpose is neither com- 
plete nor likely to be successful. 

In addition, technical problems arise with the transition from 
United States to country spare-parts support that make difficult the 
maintenance of effective country forces. 

A Department of Defense spare-parts working group has studied 
this problem in Europe, and has pointed out that regional spare- 
parts management Is necessary to permit countries to assume full or 
partial financial responsibility for their own spare-parts support, to 
coordinate United States and country supply action, and to assure 
the uninterrupted flow of spares regardless of the source of funds 
and the degree of self-sufficiency. The group recommended that the 
United States take the lead in establishing such a system which would 
be designed to be sponsored and financed ultimately by NATO. 

We agree with the principles enunciated by this group, and believe 
that further attention must be given to establishing some system of 
regional, rather than country, spare-parts management. Our review 
has substantiated findings of the working group that spare-parts 
support by Air Force depots in Europe has been unsatisfactory, that 
previously funded offshore procurement programs to establish spare- 
parts production bases in Europe have been ineffective, and that un- 
reliable data as to country stock balances and spare-parts consumption 
make difficult the computation of accurate spare-parts requirements. 


OFFSHORE PROCUREMENT 


One aspect of the military assistance program has involved the pro- 
curement in foreign countries of the military end items required by 
our allies. 

This offshore procurement program, which has amounted to almost 
$3 billion since its inception in 1952, has involved United States mili- 
tary, economic, and political objectives. 

Our review of the offshore procurement program, which is still 
underway, disclosed a number of matters of considerable significance. 

1. Various memoranda of understanding govern the principles and 
policies to be observed by the United States, ‘and foreign governments 
under the offshore procurement program which include provisions 
that no profit will be made by the foreign countries on offshore pro- 
curement contracts. 

The General Accounting Office has followed this matter closely, and 
has observed that known profits were not excluded from certain con- 
tracts with foreign governments and their instrumentalities. After 
we brought this matter to the attention of the Department of State 
and Defense, these agencies issued a joint message to interested United 
States Embassies setting forth guidelines for conducting negotiations 
as to the application and operation of the no-profits clauses. 

2. Contract prices on many ordnance procurements contained sub- 
stantial interest costs which resulted from contractors’ charging the 
United States for the cost of borrowing working capital at the high 
interest rates prevailing in European countries. Many of the ord- 
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nance contracts contained no provision for progress payments ; rie. 
payments on the basis of direct labor and material costs incurred by 
the contractor during production. Other contracts provided for prog- 
ress payments only on the basis of finished components, such as shell 
bodies, fuses, and propelling charges. Since the contractors’ need for 
financial assistance occurs prior to completion of the finished com- 
ponents the progress payments offered on finished parts were not 
widely utilized by offshore procurement contractors. 

We recommended that a program be initiated to increase the use 
of progress payments by offering offshore contractors financing on the 
basis of direct labor and materiel costs and that appropriate contract 
price reductions be obtained. The Department of the Army has 
called this matter to the attention of Army contracting officers. 

3. We determined that substantial quantities of undelivered mili- 
tary end items amounting to about $118 million were being procured 
in the United States. and through offshore procurement in excess of 
residual military assistance program requirements for rec ipients in 
the European theater as defined by United States Joint Chiefs of 
Staff criteria. 

This resulted from a lack of coordination between programing and 
procurement functions within the Military Establishment when re- 
quirements for certain types of ammunition were decreased and be- 
cause of a reluctance to cut back procurement of excesses. 

After we brought this situation to the attention of appropriate 
authorities one of the excess items, 90-millimeter antiaircraft MTSQ 
fuzed shells, was applied to fill deficiencies of less expensive types. 

This action resulted in reduced-overall procurement but also re- 
sulted in excessive costs to fill existing requirements of about $8 
million. 

In summary, we wish to make it clear that our comments are not 
intended in any way to convey the impression that the military assist- 
ance program, as a whole, is being carried out in an inadequate man- 
ner. As we mentioned earlier, the program is difficult and complex. 
With a program of this size ‘and the continuous changes in world 
conditions requiring new or additional negotiations with many for- 
eign countries, there will always be problems i in program formulation, 
program execution, and financial management. 

The purpose of our comments today is to point up, objectively and 
constructively, problem areas we have observed during our exami- 
nation of the progr am in order that these areas can be reexamined by 
the executive agencies, and the Congress with the purpose of obtain- 
ing corrective action and minimizing future ere? 

Chairman Burteson. Thank you very much, Mr. Campbell. 

Chairman Gorpon. I suggest, if it is agreeable with the committee, 
that we recess for a few minutes until we can answer the vote now in 
progress on the floor. It is one of those things, Mr. Campbell, which 
requires us to be there. 

Then when we return I think it is the chairman’s desire we should 
have a short executive session on a couple of measures. If you gentle- 
men will excuse us, I believe the chairman expects it to take but a 
few minutes, and then we will come back in for questions. 

(A recess was taken.) 

Chairman Burieson. The committee will come to order. 
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The witness, Mr. Campbell, has a statement on security which he 
wishes to make for the record 

Mr. Camrset, I would like to mention I have with me Mr. Keller, 
my personal assistant, and Mr. Lawrence Powers, director of our 
Defense Accounting and Auditing Division, and Mr. C. M. Bailey, 
of that Division, all of whom have given considerable time to this 
problem, and will be able to answer detailed questions. 

With respect to security, I would like to say that the statement 
I read a few moments ago does not contain material of a classified 
nature. However, any ex: camples that might be discussed to illustrate 
our findings gener: ally involved security matters normally of secret or 
top-secret. classification. Therefore, we ask that any discussions of 
the subject matter be treated as security inform: ition, and not be re- 
leased or otherwise used in a matter that might compromise classifica- 
tion until clearance has been obtained from the proper authorities in 
Defense. 

Chairman Burieson. This is an executive session, Mr. Campbell, 
and the testimony is not released to the public. 

d think perhaps, if it is agreeable with the committee, that since 
we are going to reconvene the whole committee to dispose of certain 
bere ‘which we have been disc ussing, Mr. Chairman, we should put 
a limitation on our session of the Committee of the Whole. 

Mrs. Bouron. What are the possibilities of getting a quorum? 
There will be a problem created if there is no quorum. 

Chairman Burieson. I don’t know that, but it was the chairman’s 
statement that we would consider this matter we were discussing, 
after we were through with the witnesses who have been so kind as 
to wait. 

If it is agreeable with the committee, we will continue until 5:15, 
and at 5:15 we will go back into session of the full committee. 

Mr. Jupp. Hasn’t the House adjourned ? 

Chairman Burieson. Yes. 

Mr. Jupp. Then I see no reason for acting on it. The purpose was 
to bring it up on the floor this afternoon. 

Chairman Burteson. Except to release it to the press or to have 
it ready for tomorrow’s session. 

Mr. Sevtpen. The Senate is not meeting today. They could not 
pass it in the Senate before tomorrow. 

Chairman Burieson. Is it agreeable with the committee that we 
close this session, with the witnesses at 5: 15? 

Without objection, it is agreed. 

Mr. Chairman, do you have any questions ¢ 

Chairman Gorpvon. I have no questions. 

Chairman Burteson. Mr. Vorys? 

Mr. Vorys. I will address my question to you gentlemen in panel 
because different ones may have the answer. 

Many of your suggestions and recommendations are based on 
accounting procedures. 

Some of them are based on military, strategic, and diplomatic mat- 
ters. I wondered whether your staff are qualified military and diplo- 
matic experts. 

Mr. Camppetu. We are not experts in such matters, but we have 
obtained information from the military and from other departments 
which we have relied upon. 
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Mr. Vorys. In that case, you are no smarter than the Congressman 
who is an expert on everything. I just wanted to find out about that. 

I wish you would set forth in classified form, if necessary, the NSC 
and the Department of Defense statements to which you refer on pt age 
5, where you say: 

Continued support of all force objectives worldwide will probably be beyond 
the limit of the United States resources likely to be available. 

[Security deletion. ] 

Mr. Corrin. Mr. Chairman, would the witness speak a little bit 
louder ? 

Mr. Campsetn. Shall I begin again? 

Mr. Vorys. I think it would save time if you would furnish it and 
then the committee will have it. 

Mr. Campse.w. I will give the stenographer this wording, which 
we will mark “E.” 

[Security deletion. ] 

Mr. Vorys. Did you have access to the presentation books which 
were used here last year? 


STATEMENT OF CHARLES BAILEY, ASSISTANT DIRECTOR, DEFENSE 
ACCOUNTING AND AUDITING DIVISION, GENERAL ACCOUNTING 
OFFICE 


Mr. Battery. No, sir. 

We did have access to the ones that are used this year. 

Mr. Vorys. Country usage data and time-phasing have been used 
in analyzing any long-range cost, or ceilings program, so they merely 
ask for authorization for the part they can complete within a reason- 
able time, which would indicate that they are following the pattern 
you suggest to some extent. 

Now, you mentioned the shift of this to Defense—that you had no 
strong feelings on that. 

If it were shifted to Defense, we would have to get a time cycle 
worked out so that it could be presented to Congress with the Defense 
budget, isn’t that true? 

Mr. Campsey. That is true. 

Mr. Vorys. Otherwise, there is no advantage to anybody about it. 

On the matter of lead time that you discussed on page 15, I wondered 
whether the provision for a budget on an accrual basis—which, as I 
understand it, has passed the Senate, whether that would not make 
a substantial difference in having Congress, in the lead-time business, 
to the extent of appropriating for expenditures years in advance. 

Mr. Campse.yt. We are convinced it is the only method to follow 
in approaching a solution to this problem and, therefore, we have 
approved the bill and have endorsed it heartily. 

Mr. Vorys. Thank you, Mr. Chairman. 

Chairman Burteson. Mr. Carnahan 

Mr. Carnauan. I have no questions, Mr. Chairman, thank you. 

Chairman Burteson. I think it is safe to open up questioning, and 
recognizing those who have questions. 

You will be reco ognized as you indicate your desire to question the 
witness. 

Mrs. Bolton 
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Mrs. Bouron. I just want to know, how you get your suggestion 
acted upon. How do you get them put into action ? 

Mr. Campsett. Mr. Powers of our office is constantly working with 
the Defense Department. 


STATEMENT OF LAWRENCE J. POWERS, DIRECTOR, DEFENSE 
ACCOUNTING AND AUDITING DIVISION, GENERAL ACCOUNTING 
OFFICE 


Mr. Powers. We will submit our audit reports and progress reports, 
to the Secretary of Defense, the Administrator of ICA, the Director 
of the Bureau of the Budget, and to the C ongress, and we will follow 
through with the 1 -esponsible executive officials and be at the disposal 
of Congress to see that appropriate actions are carried out. 

Mrs. Bouron. Will you be ready to report to us what success you 
have in making these things come true ? 

Mr. Powers. That is correct. 

Chairman ig ny ce Mrs. Kelly-—— 

Mrs. Keiiy. Mr. Campbell, can you tell us if there is any difference 
between the cost of General Services Administration, and the Army 
under General Syran; isn’t there a conflict in that Department? 

Mr. Baitey. Our work in connection with our examination was 
limited to a particular phase of the mutual security program. 

In other words, the military-assistance program. 

Mrs. Ketity. Who delivers the mutual security program—I mean 
the materiel under this program ? 

Mr. Barry. It may be delivered in either commercial vessels or 
foreign-flag vessels, or it may be delivered by our own military trans- 
portation facilities. 

Mrs. Ketiy. You have found nowhere the complaint or the problem 
involved in that, in your accounting # 

Mr. Batrry. It hasn’t come to our attention, Mrs. Kelly. 

Mrs. Ketiy. Due to the fact there is conflict—the cost is greater 
under Defense than it is under General Services. 

Mr. Campsett. We will be happy to look into that. We haven’t 
had any report so far. 

Mrs. Ketiy. I didn’t want to write a letter until it was brought 
to the attention of my colleague, Mr. Hays, and I believe he has 
written on it. 

Mr. Battery. Would you be referring to the costs of transportation 
or to the cost of the end items that are delivered ? 

Mrs. Ketiy. Transportation. 

Mr. Bartey. That hasn’t come to our attention. 

Mrs. Ketiy. I would like to know the cost of running General 
Syran’s outfit as against General Services. 

Chairman Burteson. You will get that information for Mrs. Kelly ? 

Mr. CamMpbe.L. Yes. 

[| Security deletion. ] 

Mr. Campsety. That is their opinion. 

Mr. Powers. Do you mean to identify, Mrs. Kelly, the factors that 
are involved? I suppose that the practicalities of the situation are 
that we must accept them because of the existence of some of these 
factors such as political, economic, and budgetary limitations in the 
country. 
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Mrs. Ke.txiy. There is nothing we can do about it? 

Mr. Powers. Except to try to carry out the spirit and intent of the 
bilateral agreements under the provisions of the act through our mili- 
tary assistance advisory groups. 

Mrs. Ketiy. Even though this program is mutual you would not 
have strings attached in any way to further aid ¢ 

Mr. Powers. I don’t believe | could answer that, Mrs. Kelly. 

Chairman Burteson. Mr. Coffin. 

Mr. Corrin. Mr. Chairman, I would like to ask Mr. Campbell a 
question based on the sentence beginning at the bottom of page 4, 
wherein he says: 

We believe it desirable: to distinguish between military assistance to meet 
strategic objectives and military assistance to meet other United States objec- 
tives. 

Under the bill, it is proposed to put defense support into the overall 
military assistance program, and the question some of us have is, isn’t 
that going to confuse and make more difficult this job of isolating the 
use of our resources for outright military assistance, and things | that 
are either closely or else very remotely tied to it? 

My specific question is, Is the proposed suggestion going to help us 
in isolating it, weighing it, and have a good reason for so doing, or is 
it going to make it more difficult ? 

Mr. Bartey. There are two factors involved, sir. One would be 
whether the overall objective in the country has a military implica- 
tion. In other words, the type of countries that surround, say, the 
Tron Curtain, as compared with a country who is not in that position. 
It probably will be somewhat difficult to distinguish completely in 
those countries between what would be economic aid and what would 
be strictly defense support. 

This would bea problem of administration and probably would have 
to be defined by ICA, as to what would constitute defense support. 

Mr. Corry. I have chiefly in mind the debate that the other body 
has had with regard spec ifically to Korea. That is, most of the talk, 
as I read the record, about defense support has to do with the wide 
ranging expenditures and projects in Korea, about which you people 
testified this morning. I am just concerned about the overall program. 
How we can justify it, and how can we make for more economy, and 
better results in a place like Korea. 

Mr. Battery. In Korea, there is a very definite problem of trying 
to support a military machine that is tremendous for the resources 
of a country such as Korea. In cases of that kind it would seem to 
me that economic development of that country would be the type of 
aid that would be envisioned under the provisions that have been placed 
in the bill by the Senate, that is, that the defense support must be 
specifically related to supporting the military program. 

Mr. Corrry. One method of getting at more efficiency would be as 
you have recommended this morning, careful attention to the bilateral 
agreement that we have with that country, and that is an agreement 
not signed by Korea. It hasn’t been signed yet, has it ? 

Mr. Barmy. They have an old agreed minute which relates to 
1955. 

Mr. Corrin. We perhaps could not insist upon strings in the nature 
of certain bases, but nevertheless we can insist on adherence to certain 
standards. 
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Mr. Battey. Yes, sir; and we recommend in here certain levels of 
attainment be achieved by the country. 

Mr. Corrtn. I would like to conclude by rephrasing what I think 
Mrs. Bolton had in mind, and that is that in this act that we have 
before us, is there any place where we could pay some attention to the 
necessity for adhering to these standards? In other words, a provi- 
sion that would involve this type of string that would be not only for 
our benefit but also for the benefit of the using country? It wouldn’t 
be the kind of string that would say, “You vote with us on every 
occasion,” but it would be the kind of string that says, “This money is 
made available only upon adherence to certain standards set forth in 
the bilateral agreement.” 

In other words, it would be to help you determine what is a desir- 
able objective. 

Is there anything we can introduce in our bill that would strengthen 
the hands of the administrators of the program ? 

Mr. Powers. We believe that provisions of the section 142 of the 
Mutual Secur ity (ct of 1954, which spells out the criteria or standards 
that the Congress feels is necessary for the executive agencies who 
administer that, are probably as sound as any we could suggest for 
the consideration of this committee. 

We do not have any specific recommendation at this time, but we 
will certainly be glad to take it under study and see if there is any 
specific provision which should strengthen the hand of the Executive 
Agency in administering the program. 

Mr. Corrine. Well, I would like to suggest, Mr. Chairman, that if 
there are any ideas along that line that occur to the Comptroller 
General, this committee would be interested in having them when it 
comes to studying the bill itself and marking it up. 

Chairman Burreson. I am sure that is right, Mr. Coffin, and pos- 
sibly something to go into the report to that effect, if not into the bill, 
itself. 

Mr. Corrin. Yes. 

Chairman Burteson. We shall be pleased to have those additional 
comments. 

Mr. Farbstein. 

Mr. Farrsrern. I would like to supplement the question raised by 
Mr. Coffin, and that is in connection with defense support. 

I understand the line of demarcation is a rather difficult one. Never- 
theless, I am afraid we are going to be subjected to criticism and ridi- 
cule when we say it is necessary to build a fertilizer factory as defense 
support. What is your reaction to that? 

Mr. Campreti. Well, I am not an expert on the connection between 
fertilizer and defense activities. I am entirely sympathetic to your 
question, however. 

Mr. Farssrrein. What is your reaction?» How do you think that is 
going to sit with the Congress when someone says, “Now, do you con- 
sider this defense support, and, if you do, tell me how? What is the 
answer?” 

Mr. Powers. We believe that, as stated by Mr. Campbell in his 
testimony, there are some pretty difficult situations to try to delineate. 

Mr. Farssterx. We had that same thing this morning. There 
should be some resolution. Something except just accepting the situa- 
tion and saying this is what it is, and this ‘is what we have to accept. 
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Mr. Powers. We believe the interpretation of the Senate committee 
as to the fact that this must be specifically related to the military 
program, and the contribution of that particular country to military 
assistance, is basically sound, and we think that that is probably the 
best rule that can be given to the executive agency in carrying out the 
intent of the Congress. 

Mr. Farsstetn. Then the statement in this program which refers 
to the difference between military and defense support, as contained 
here, where there is a division of the amounts, will have to be clarified, 
and not permitted to remain as contained here. 

[Security deletion. | 

Mr. Powers. I don’t think at this time we are qualified to answer, 
because we don’t know what specific projects are proposed to make 
up the [security deletion]. 

Mr. Farssrern. Let’s assume one of them is a fertilizer plant, be- 
cause that we know is so. 

Mr. Campse.u. It would be earmarked as a special assistance item 
of some kind. Or in the development loan fund, either one. 

Chairman Burueson. Dr. Judd 

Mr. Jupp. Mr. Chairman, I would like to ask one short question 
on something you said on page 20 of your testimony, today. At the 
top line: 

The General Accounting Office has followed this matter closely and has ob- 
served that known profits were not excluded from certain contracts with for- 
eign governments and their instrumentalities. 

Can you tell us whether the failure to exclude these known profits 
was by the governments involved or by our own agencies ? 

Mr. Campsety. Dr. Judd, Mr. Bailey has spent a considerable time 
in Europe on that very problem, and I would like to have him answer 
that question. 

Mr. Batzry. I think the primary problem was failure to recognize 
certain government corporations as instrumentalities of the govern- 
ments, both by our own people who let the contracts that had profits 
allowances written into the price, and possibly by the foreign govern- 
ments, themselves, who in one way or another rec ommended these 
particular contractors for fulfilling a part of our off-shore procure- 
ment program. 

Mr. Campbell suggests that I indicate specifically one of the prob- 
lems. 

[Security deletion. ] 

Mr. Jupp. By and large it hasn’t been that somebody has excluded 
these profits for unworthy motives, or an attempt to conceal. It has 
been merely the accounting setup where the reports didn’t reveal the 
known profits ? 

Mr. Battey. It was more a question of ownership through govern- 
ment instrumentalities. 

Mr. Jupp. Or perhaps they didn’t regard them as profits in the 
sense that we would regard them as profits. 

Mr. Battery. That may be true. 

Mr. Jupp. But you did not find failure on the part of our agencies 
to try to carry out this part of the law and just winked at other gov- 
ernments failing to report, or exclude known profits—or did you ‘find 
such evidence on the part of our agencies—evidence of such failure 
on the part of our agencies. 
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Mr. Barry. I wouldn’t be able to say it was a winking at the pro- 
visions as much as it was a failure to inquire into the status of these 
companies and determine whether or not they were subject to the 
provisions of the bilateral agreements. 

Mr. Jupp. Again it was just a failure to have good, tight policing 
of these agreements. 

On this overall question of making a differentiation between mili- 
tary aid that is given to achieve certain definite military objectives 
and, on the other hand, military aid given sometimes for political 
purposes to enhance the prestige of the government, to enable it to 
run a tank or two down its main street on national holidays and things 
of that sort—I just wonder whether from a political standpoint you 
can, at least in official statements, make that differentiation. When 
we are giving military aid to a country for political purposes rather 
than for military objectives, if we then say it is for political purposes, 
that defeats its purpose. Because it declares before the world that 
the government of X country hasn’t any real military capability but 
we are sending it some military equipment in order to allow that 
government to impress its own people, to stabilize it—it is friendly 
to the United States and we want to help it keep in power. 

Now I see what you are trying to do, and from an accounting stand- 
point it is unquestionably desirable, but I wonder whether you might 
defeat the whole purpose of it if it is made public. Or maybe you 
don’t suggest it be made public but only be clear in our own records. 

Mr. Barty. Well, our statement indicates that we don’t feel that 
force objectives should be established in those cases. In other words, 
if to achieve our purposes it is necessary to give military end items 
or military assistance in one form or another, this is something that 
could be worked out between the Department of State and the Depart- 
ment of Defense, even asking Defense to advise on the best things to 
give this country in terms of military equipment, and so on. “But 
rather than establish force objectives which may in the long run 
confuse what we are actually trying to do in this country, and pro- 
duce forces which we will tend to support year after year, in order 
to obtain these objectives, we feel that this distinction should be made. 

Mr. Jupp. And since we don’t publish what our force objectives are 
for any country—they are in these books, but they are not available 
to the outside public—then in a sense they shouldn’t even be in these 
books for us unless they really are bona fide, military establishments 
of some value to us. 

Mr. Battery. Yes, sir. 

Mr. Jupp. I think that is right. What you are saying is that, 
by putting up these force objectives, we are in a sense deceiving our- 
selves, or at least deceiving the Congress. 

Mr. Baitey. Well, we may lose sight of what we are actually try- 
ing to do. 

Mr. Jupp. Those are the only questions I have; thank you. 

Chairman Burteson. Mr. O'Hara. 

Mr. O'Hara. As I understand from the questions and comments of 
Dr. Judd and your replies, there was an area in offshore procure- 
ment where there was either great inefficiency or possible corruption. 
Am I right in that conclusion? 

Mr. Camrneti. No, we make no implication of corruption. 
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Mr. O’Hara. No, not on your part, but you were pointing to an 
area where there was certainly an inefliciency. 

Mr. Camesenn. We believe there are conditions that should be 
corrected and I would say “Yes, there might have been some in- 
efficiency,” but I don’t think we suggest any corruption in this 
operation. 

Mr. Powrrs. I believe, sir, we feel it is a matter for clarification 
and proper disclosure, to say that the Congress has a more informed 
basis when it considers the program, with which to evaluate whether 
additional resources should be supplied. 

Mr. O'Hara. Yet, as I read the statement, you say that, whereas the 
agreements provided that there was to be no profit, there was in fact a 
profit. 

Mr. Powers. I am sorry, I misunderstood your question. 

Mr. Jupp. No profit. 

Mr. Powers. [ think it was a case where there was failure to 
recognize the ownership of these foreign government corporations by 
an omission. 

Mr. O’Hara. Wasn’t it the obligation of somebody to ascertain the 
nature of the corpor ation ? 

Mr. Powers. Yes, sir; and when we brought the matter to the 
attention of the Department of State and Department of Defense, 
they immediately took action by cabling the e ‘mbassies. 

Mr. O’Hara. But before you discovered it, somebody who was 
charged with the 1 esponsibility had passed upon the character of the 
corporation ¢ 

Mr. Powers. Yes, sir. They failed to recognize that the owner- 
ship was of a quasi—or purely governmental character. 

Mr. O’Hara. Did they have the means to ascertain the character 
of the company ¢ 

Mr. Powers. They had the same sources to find that out- 

Mr. O’Hara. That you did? 

Mr. Powers. Yes, sir. 

Mr. O’Hara. Why didn’t they ? 

Mr. Powers. We consider it an administrative omission. 

Mr. O’Hara. Are steps being taken, as far as you know, to correct 
that situation so that hereafter these determinations will be made 
by careful, competent, diligent people ? 

Mr. Batury. They have a special representative in Europe at the 
present time to try to work out this problem of profits to foreign 
governments. 

Mr. O’Hara. I am bringing that out because I take it wh: at you say 
here will be available to the Members of C ongress. When we reach the 
floor of the House, I am sure we will have questions asked, and it will 
be helpful to have your answers. It would seem from what you have 
told us, that, as a result of someone’s inefficiency or stupidity, Amer- 
ican taxpayers have suffered an unjustified loss. Is there a possibility 
of any corruption ? 

Mr. Powers. We found none, sir. We are also following through 
further to see if there isn’t a possibility of our Government recover- 
ing some of these amounts. 

Mr. O’Hara. Are you making some progress in that direction ? 

Mr. Powers. We have instructed our European branch to follow 
this matter closely with the special representative of the Department 
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of Defense in Europe to see what progress they are making in their 
government-to-government negotiations for the recovery of the excess 
profits. 

Mr. O’Hara. I trust you will know that, by asking these questions, 
I am not intimating there is corruption. T would not wish to make 
such suggestion, but wherever a great loss to American taxpayers has 
resulted from carelessness, inefficiency, or stupidity the matter should 
be examined in all its phases. 

Mr. Powers. We have found no evidence of any corruption at all, 
up to this point. 

Mr. Campse.tu. Mr. O’Hara, you may sure that, since we have come 
upon this problem, we will follow it through consistently and con- 
tinually. 

Mr. O'Hara. Thank you. 

Chairman Burteson. Are there any questions ? 

Mr. Founrarn. Mr. Campbe il. will the recommendations and 
suggestions which the General Accounting Office has made enable us 
to reduce our appropriations for this mutual security program 4 

Mr. Campsety. We believe, sir, that you will probably get more 
for your money, or it will be less expensive. It should be a saving in 
one form or another. 

Mr. Founrarn. You are not in a position to say that, if carried out, 
they will enable us to reduce our appropriations ¢ , 

Mr. Campretn. No; I can’t say. 

Mr. Founrary, All of us are interested in efficiency, but a good 
many of us are especially interested in reducing the amount of ap- 
propriations under the mutual security bill, if we can wisely do it. 
I think we can. That is all, Mr. Chairman. 

Chairman Burieson. Any further questions from anyone? 

Mr. Morano. Mr. Campbell, following that line of questioning, we 
are authorizer to—we are requested to make an authorization for 
whatever it is—$3.8 billion. There is no relation between that re- 
quest and the thiname you have disclosed here today, is there? 

Mr. Campseti. There is no direct relationship. We are discussing 
the past conduct of the program and the accounting for the finances 
You are about to authorize additional money to be spent, and we are 
reporting to you on past authorizations. 

Mr. Morano. In effect, you are saying that there are perhaps waste- 
ful administrative causes that may be remedied? 

Mr. Camrpety. Wasteful or poor procedures which, if improved, 
should save you money. 

Mr. Morano. You are not here saying we should reduce this author- 
ization by X amount of dollars ? 

Mr. Camppetu. No; that is not our function. 

Chairman Burteson. If you will yield, Mr. Morano, as I under- 
stand, these gentlemen are here from the General Accounting Office 
on matters of mechanics. They are not recommending that we pass 
a bill or we don’t. They are simply here at our request to tell us 
something about what we have been doing and what we hope to do 
with this ] program. 

Mr. Morano. In other words, the criticisms you have offered here 
are constructive criticisms and in no way are supposed to be inter- 
preted as criticism amounting to a suggestion that we vote to reduce 
this authorization ? 
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Mr. Campsety. Not at all. We are simply following out our statu- 
tory requirement that we report to the Congress our findings. 

Mr. Morano. I wanted to ask a question about the corruption. Are 
you authorized to look for corruption under the law which governs 
the creation of your office ? 

Mr. Battery. Yes; we are. 

Mr. Morano. And you do look for it? 

Mr. Campseiy. Yes, sir. 

Mr. Morano. And all through this program you have, under the 
authority of the law, looked for corruption? And then the next ques- 
tion is: Have you found any ? 

Mr. Campset. In this particular program ? 

Mr. Morano. Yes. 

Mr. Campse.t. No. 

Mr. Morano. You have looked for it in accordance with the law? 

Mr. Campnett. In this particular program we ourselves have not 
found anything approaching corruption. 

Mr. Morano. And your accounting procedures encompass the entire 
program all over the world; is that right? 

Mr. Battey. We made a selective examinaton of certain country 
programs, as well as reviews here in the Department of Defense, in 
the Army, and in the Air Force. 

Mr. Morano. Thank you very much. 

Mr. Campsety. We do not attempt to cover the entire field because 
we haven’t the personnel. 

Mr. Morano. But you make a selective examination. 

Mr. Battey. We can arrive at an opinion and certain conclusions, 

Chairman Burteson. Is there any one who has not been recognized 
who would like recognition ? 

Mr. Fascetu. I would like to ask a question, Mr. Chairman, but I 
will be happy to defer to Dr. Judd. 

Chairman Burteson. Well, you wish recognition and yield to Dr. 
Judd since he has already had his time. 

Mr. Jupp. Go ahead and ask your question. 

Mr. Fascerxi. After you. 

Mr. Jupp. To go back to this question of no profits, and the ques- 
tion of Government-owned corporations. A member of our staff sug- 
gests it would possibly clarify it to ask this question: Is the problem 
of their status a factual problem or a legal problem? Where is the 
difficulty ? 

Mr. Battery. I believe it is a factual problem, Dr. Judd. I believe 
that the Department of Defense has concurred in our position that 
these are Government-owned corporations. 

[Security deletion. ] 

Mr. Jupp. Then the difference is as to the facts rather than the 
legality. 

Mr. Battey. I think that is true. 

Mr. Jupp. You told the gentleman from Ohio that you strongly 
endorsed the bill to put all these expenditures on an annual accrual 
basis. 

Might that shake, to some extent, the morale or confidence of the 
recipient countries, in the sense that every year while we go through 
this 2 months convulsion deciding how much we are going to give 
and so on, will they sit there wondering what is going to happen to 
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them, whether the ax is going to fall, whether they are going to get 
more or less. 

Mr. Campse tu. I don’t think so, Dr. Judd; no. 

Mr. Jupp. That is the only possible objection I see, that they might 
feel they could work for 10 months and then wait for 2 months to see 
what the United States is going to do. 

Mr. Campseii. We have that same problem come up with our own 
big contractors, Boeing and so forth, and we find they are not 
concerned. 

Mr. Jupp. We set up a program to take 5 years and every year we 
decide how much we need to appropriate for the following year, such 
as in the case of the St. Lawrence Seaway. 

But there is no question on carrying on the program. We debate 
only whether we will spend $50 million or $30 million in the next 
year for the work the engineers say they can do. 

But when it comes to aid to foreign countries, amendments are 
offered to strike out aid entirely to such and such a country; when 
they know that may happen, there is not the same will to continue 
to completion one of these foreign programs, in most cases, that there 
is to continue the construction of a base or a dam or something here 
at home. 

Mr. Campsetn. Our feeling is that it won’t make any difference. 

Mr. Jupp. From an accounting standpoint and from the congres- 
sional standpoint, it is very desirable. Just so we don’t defeat what 
we are trying to do, 

Mr. Camppetu. As a matter of good business, too. 

Mr. Jupp. Just so we don’t shake the confidence of the people whose 
confidence we are trying to strengthen. If you think it won’t, that 
reassures me, 

Chairman Burieson. Let the Chair say to those who came in after 
we started this last discussion that we agreed to close at 5:15. Those 
who have questions now may divide the balance of the time. 

Who would like to be recognized ? 

Mr. Fascell, you have a question ? 

Mr. Fascet,. Very fortunately, Mr. Judd anticipated the question 
I wanted to ask, so I would like to follow up a little bit further and 
let me see if I understand. 

I am interested in this question of profits to foreign countries. Is 
this a provision of law; or is it contractual ? 

Mr. Battery. No, that is a provision of the bilateral agreements 
covering offshore procurement. 

Mr. Fascetn. But this is not a requirement of law, is it ? 

Mr. Battery. No, sir, I don’t believe that it is. 

Mr. Fasceui. Is this requirement written into mutual assistance 
agreements only or is it written into all agreements ? 

Mr. Barrey. It is in the bilateral—the no-profit provision is in the 
bilateral agreements covering offshore procurement. In other words, 
we have special bilateral agreements covering offshore procurement 
with these several countries, and it is in that connection that the agree- 
ment has been entered into with these countries. 

Mr. Fasceii. And the question arises, then, as to whether or not 
payments pursuant to that procurement are accruing to the benefit of 
either a Government corporation or a private corporation; is that 
correct ? 
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Mr. Battery. That is correct. Government corporations in this 
case. The Government corporations are the ones in question. 

Mr. Fasceti. Have you run across in your audits any case where 
there is some question as to whether or not it has accrued to a private 
corporation ? 

Mr. Battery. Ordinarily there will be a profit factor in connection 
with a private corporation in a foreign country. 

Mr. Fasceru. But that is not in relation to a bilateral agreement? 

Mr. Battery. That is correct. 

Mr. Fascety. It is strictly where there is a Government corporation / 

Mr. Battery. That is right. It is a question of mutuality of effort. 

Mr. Fasceixi. Now, with respect to audits on bilateral agreements 
on offshore procurement, how far are you; what is your position in the 
space of total completion 4 

Mr. Camppeiy. Country by country, or worldwide ? 

Mr. Fascetit. Worldwide. Just generally. 

[Security deletion. | 

Mr. Fasceiti. And this has been the subject of an audit? 

Mr. Battery. This has been the subject of a review by us of these 
bilateral agreements, the contracts, the prices under those contracts, 
and the subject of a report to the Departments of Defense and State. 

Mr. Fascecu. One final question : 

Are those reports, audits, or surveys, whatever you call them tech- 
nically, are they classified or not ? 

Mr. Battery. They are classified. 

Mr. Fasceiti. What is their classification / 

Mr. Batrey. Secret. 

Chairman Bunrvrson. Are there any other questions before the 
chairman returns to the room ? 

Mr. Fountain. I have 1 or 2 questions. 

Chairman Burvieson. I will recognize you unless some of those who 
haven’t been heard have questions. 

Any of you gentlemen who have not exercised your prerogatives 
have a question ¢ 

The Chair recognizes Mr. Fountain. 

Mr. Fountain. With regard to corruption, I think the record 
should be made clear. As I understand it, your search for corruption 
unless a particular situation is presented, is only incidental to your 
efforts and your search for better and more proper accounting pro- 
cedures, and in your efforts to find the facts and make recommenda- 
tions to the various executive agencies and to the Congress—thus 
enabling all of us to know more about where our money is going and 
what we are getting for it? 

Mr. Campsett. The larger part, by far, of our job today is in 
accounting and auditing, and the normal job of financial reporting, 
but I don’t think we would call our investigation work—our corrup- 
tion-seeking—a casual thing. I think there are cases where we 
actually do pursue a case toward an end. 

Mr. Founrarn. You s: ay you have found no evidence of corruption. 
You are not in a position to say there has been no corruption. 

Mr. Camesetx. Oh, no, we couldn’t say that. 

Mr. Fountarn. I understand that someone from the General Ac- 
counting Office this morning said that certain matters were being 
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submitted to the Attorney General. Do those matters involve cor- 
ruption ? 

Mr. Camppsevy. Is this in connection with Korea? 

Mr. Founrarn. I am not sure what it was, but I understand that 
someone from your Office testified this morning that certain matters 
are now being submitted to the Attorney General for action. 

Do those matters involve corruption ¢ 


STATEMENT OF ROBERT F. KELLER, ASSISTANT TO THE 
COMPTROLLER GENERAL 


Mr. Keiier. This morning there were certain items discussed that 
have been investigated by ICA. We stated that ICA had these under 
review and would possibly refer them to the Department of Justice. 

Mr. Founrar. Of course, you wouldn’t necessarily call waste or 
extravagance “corruption”, would you? 

Mr. Kevxer. No, there is quite a difference. 

Chairman Burteson. Thank you very much, gentlemen, for coming. 
Again, we apologize for having kept you waiting. 

(Whereupon, at 5:20 p. m., the committee adjourned to reconvene 
at 10:30 a. m., Wednesday, June 26, 1957.) 
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WEDNESDAY, JUNE 26, 1957 


House or REepresENTATIVES, 
ComMITreE ON Foreign AFrarrs, 
Washington, D. C. 

The committee met, pursuant to call, at 10:55 a. m., in room G-3, 
United States Capitol, the Honorable Thomas S. Gordon (chairman) 
presiding. 

Chairman Gorpon. The committee will come to order, please. 

Mr. Carnahan, will you take the chair and carry on the meeting? 

Mr. Carnanan. Thank you, Mr. Chairman. We are on continua 
tion of hearings on the mutual security program. 

We are privileged to have with us this morning Mr. Hollister. 
Mr. Hollister, you may proceed with anything you want to bring to 
the attention of the committee. 


STATEMENT OF HON. JOHN B. HOLLISTER, DIRECTOR, INTERNA- 
TIONAL COOPERATION ADMINISTRATION 


Mr. Hotuisrer. Mr. Chairman, let me say at the outset that I 
think we have been very much helped in our activities in connection 
with the presentation by the earnest request that members of this 
committee have made for various reports of different kinds and to 
get them up to the committee far enough in advance so they have a 
chance to read them before the hearing begins. 

We have already filed a number of these special papers. We are 
filing this morning, and there will be copies available for all members 
of the committee, the following papers: 

First, a compilation of comments which we have made on various, 
I won’t quite say attacks, but at least uncomplimentary allegations 
that have come out in recent publications with respect to the operation 
of this program in different parts of the world. (See p. 1300.) 

We have tried, to the extent we can, to answer those allegations 
where there have been specific statements that can be answered. It is 
of course very difficult to answer a general statement that the ICA is 
very wasteful or that the ICA is not well conducted, things of that 
kind. It is obvious there is no specific way in which that kind of a 
statement can be answered. 

But we have tried to give the members of this committee specific 
answers where we can as to definite allegations which I know this 
committee has been interested in. And, again, we have tried to answer 
specifically the different findings of the General Accounting Office. 
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We have also filed a statement on the achievements of foreign aid. 
This is dated April 25, which brings it pretty close up to date. We 
hope that it will be useful to the committee. (See pp. 607-616, 
pt. IV.) 

We have filed a pamphlet on administrative improvements, because 
in this far-flung operation it is essential that we should be continually 
busy in improving our paperwork, in improving the method of our 
operations, the interplay of work between the main office in Wash- 
ington and the offices in the field, all the many things which make 
the operations of a far-flung organization more efficient and more 
economical. (See pp. 983-997, pt. V. ) 

I should interpolate there, Mr. Chairman, that we realize that there 
is a long way to go still. This is a kind of operation that must be 
worked on ste: adily in order to improve in its efficiency. 

We have also filed a booklet on the development loan fund, this blue 
book which is before you today, because I know you are greatly in- 
terested in this rather new part of our program. (See p. 1219). 

A little later I would like to read certain extracts of that, you might 
say, to kick off a discussion of this new subject in which I ‘know you 
are so actively interested. 

One matter which I know has been before this committee, and in 
which all the Members of Congress have expressed a great interest, 
is the situation in Iran, or rather, let me say not the situation there 
so much as the record in Iran which was brought into great. promi- 
nence recently by the report of the Hardy subcommittee of the Gov- 
ernment Operations Committee, which in turn was approved by the 
full committee. 

We have filed already with this committee a copy of my letter to 
Mr. Hardy on June 15, 1957, to which was attached a detailed answer 
to the conclusions of that report, and in the letter are the specific 
statements that I made to Mr. H: irdy in answer to his request that I 
tell him what this organization expected to do with respect to two 
recommendations which were made in that report for our action. 

I do not, of course, want to go through a report of this kind in 
detail. It would take too long. T thought perhaps however it would 
be well to mention one particular conclusion and our comment on it, 
because I think it brings out pretty clearly the innate misconception 
which was behind some of the conclusions and comments of that 
committee. 

Let me quote from page 2 of this document one of the conclusions 
of the committee: 

The so-called expanded technical-assistance program which began in January 
1952 and resulted in United States obligations of over $100 million in a 5-year 
period, was neither technical assistance nor economic development, but an ad 
hoe method of keeping the Iranian economy afloat during the years of the oil 
dispute. 

This is our comment : 

This conclusion raises a fundamental philosophical question as to the purpose 
of United States technical assistance and economic assistance programs. The 
committee seems to be implying that technical assistance and economic develop- 
ment assistance programs should be devoid of any United States diplomatic or 
political objectives. The committee appears to disapprove of the use of tech 
nical cooperation and economic development assistance to keep the Iranian 
economy from bankruptcy and forestall a Communist takeover of the country. 

We believe such a position is unrealistic and inconsistent with United States 
interests. The existing statutery provisions, under which economic assistance, 
including technical cooperation assistance and economic development assistance 
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has been extended to Iran, contain the explicit objective of promoting the for- 
eign policy of the United States including assistance to maintain economic and 
political stability. An important objective of United States technical assist- 
ance and economic development assistance has been to aid United States diplo- 
matic objectives and the legislative history surrounding the foreign assistance 
programs supports this position. 

[ have merely read that as an answer to one of these Hardy sub- 
committee conclusions to show the w ay we have tried to meet some of 
these general accusations. 

We are not trying to say, of course, that there was no waste in Iran 
for certain things were done that in retrospect perhaps should not 
have been done. What we want to emphasize strongly is that money 
was put into Iran in substantial quantities in order to keep Iran from 
going over to the Communist side. 

All I can say is whether the money accomplished the result or 
W hethe ‘r it was simply a coincidence that the placing of the American 
money in there accomplished the purpose, still the purpose was accom- 
niehied, 

[ believe almost any impartial observer would say that it was the 
aid which we gave to the Government, to the Shah and to the Gov- 
ernment which was fighting the Mossadegh group, which enabled 
them to become strong enough to turn out the Russians, who were 
already in the country, and swing that country back to our side. 

As I think you all know, Tran is today one of our stanchest allies 
and stands in a very direct line from Russia into the oil countries 
of the Middle East. 

I think this might be the appropriate time to read a little from 
this pamphlet on the development loan fund and from that get into 
the questioning which I know you will want to put to me on the 
subject. 

Mr. Carnanan. Do any of the members have any questions you 
would like to ask regarding the program in Iran? 

Mr. Coffin. 

Mr. Corrin. Just this one. Some of us in discussing the Iran ques- 
tion with our colleagues make the same point that Mr. Hollister has 
just made, that whatever the shortcomings of the program, Iran 
wound up on our side. 

That statement is contraverted by people with whom we have dis- 
cussed it. They say, “You can’t prove that. Tran might very well 
have come ont on our side anyhow and there is no evidence that this 
did the trick.” 

Mr. Hollister, is there any proof that this policy of aid over a 5- 
year period was a substantial factor in stabilizing Iran and bringing 
her into the camp of the free nations? 

Mr. Houutster. Well, I would rather get someone who is experi- 
enced in the whole operation to answer that, who was there at the time. 
Perhaps somebody could come over from the State Department to 
answer that in detail. 

If you will remember, just a minute ago I said that I thought it 
would be difficult to prove the fact, that it might be just a coincidence 
that we did give Iran this help and it did come over to our side. 

But in the « experience that we have in other countries around the 
world, we know as far as the governments in those countries are con- 
cerned they believe there is every difference between freedom and 
being lost to the other side, in the support we are able to give them. 


92522—57—pt. 6——17 








1204 MUTUAL SECURITY ACT OF 1957 


Those countries feel that way strongly. They tell us that all the 
time. I think if you question the Shah or any of the Iranian author- 
ities today you would get the same answer. 

Mr. Corrin. Mr. Chairman, I am wondering if it would be possible 
to provide this committee with a definitive statement by someone in 
the State Department, based upon whatever correspondence or con- 
versations he might have had with the responsible Iranian officials? 

Mr. Howuisrer. We have a letter from the Iranian Ambassador 
written on this subject which we would be glad to file with the com- 
mittee. 

Mr. Vorys. I feel quite confident that letter is in the possession 
of the committee. I would hope it would go in the record at this 
point. 

Mr. CarnaHan. Without objection, it will be inserted in the rec- 
ord at this point. 

(The letter referred to is as follows:) 

IRANIAN EMBASSY, 
Washington, D. C., January 29, 1957. 
Hon. JoHNn B. HOLtIistTeER, 


Director, International Cooperation Administration, 
Washington 25, D.C. 


DEAR MR. HOLLISTER: My attention was drawn to an article recently published 
in the February issue of the Reader’s Digest regarding the economic aid to 


Iran during the past few years. 

It was regrettable that the basic issue about the economic aid to Iran was 
disregarded and that the circumstances under which the aid was rendered to 
Iran by the United States Government were not fully brought to light for 
American readers. 

As you are no doubt well aware, the American aid during the period which 
is now under scrutiny was extended to Iran at a time when she was caught 
in great financial distress and economic crisis. The American aid—both in the 
form of direct assistance to the budget of Iran and in other forms—contrib- 
uted greatly to the political and economic stability which the’country is now 
enjoying. 

I should like, therefore, at this juncture to put on record once more my 
country’s gratitude for the generous contribution the United States Govern- 
ment has made to the economy of my country during those years of distress. 

Yours sincerely, 
Dr. ALI AMINI, Ambassador of Iran. 

Mr. Hotutster. We will do our best to find other specific things. 

Mr. Morano. Let me put the reverse of the question to Mr. Hollister. 

Mr. Houuister. You mean, if they hadn’t been given 

Mr. Morano. That is right, if they hadn’t been given the aid, what 
Is your opinion { 

Mr. Hotutsrer. I don’t see how it would have been possible for 
the country to keep out of the clutches of the Russians. The Russian 
soldiers were already in the country, in part. The Mossadegh gov 
ernment was turning things over. No one can conduct a government 
without adequate financial resources. 

As you know, the oil business had stopped. I think a fair infer- 
ence is that had we not done this the country would have been lost 
to the free world. 

Mr. Morano. In connection with the statement, Mr. Hollister, that 
has been requested by my distinguished colleague from Maine, that 
the State Department put in a definitive statement on the affirmative 
side of the question he raised, I would also like to have a statement 
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responsive to the reverse question put in the record to show what 
might have happened if we hadn’t put the money in. 

Mr. Horzisrer. I think a fair statement ought to discuss the pro 
and the con. 

Mr. Morano. Thank you, Mr. Chairman. 

Mr. Carnanwan. Mr. Fulton. 

Mr. Furron. There has been some criticism of the agency on pos- 
sibly transferring personnel that might have been either inefficient or 
in difficulties in one particular theater of the world to another thea- 
ter. That question has come up particularly in regard to South Ko- 
rea and the head of the ICA economic agency there. 

I believe that he was transferred from Iran. If not now, later, 
would you insert in the record an answer to such statements, and par- 
ticularly comment on reasons for the [ran-Korean transfer ? 

I want to make plain that I am not making this request with any 
inferences. I am saying it simply as an inquiry that ought to be 
made because outside statements were made. 

Mr. Ho.uister. You are discussing Mr. Warne. He was not trans- 
ferred from Iran to Korea. He had been transferred to Brazil. 

Mr. Fuiron. He was not transferred after the criticism of the 
Iranian matter ? 

Mr. Hoxutster. No. He was transferred to Brazil before any in- 
vestigation started and before I took over. I am responsible for 
transferr ing him from Brazil to Korea. 

I should point out that the operations in Korea are rather unique 
in that the head of the mission in Korea is known as the Economic 
Coordinator, and the Office of the Economic Coordinator is his Office. 

He reports to me through General Lemnitzer in Japan. It goes 
back to the fact that the whole Korean picture is of course originally 
a military picture and is still a semimilitary picture in that we have 
substantial troops there. 

You will recall that there is only an armistice in Korea, and that a 
peace treaty has not been signed. I am saying this because I am 
working up to the next point. 

Before transferri ing Mr. Warne, the man in discussion here, I talked 
the whole thing over with Genet ‘al Lemnitzer. He had a chance to 
talk to him fully. I discussed it fully with Mr. Tyler Wood, who is 
known to many of you, and got his and General Lemnitzer’s complete 
approval of Mr. Warne for this work, 

Because of this criticism we have been watching Mr. Warne’s work 
very carefully. The consensus of opinion that we get is that he is 
iota his work very adequately in Korea. 

This is what I told Mr. Hardy in this letter with respect to that 
very thing: 


Recommendation 7 requests that ICA identify individuals responsible for 
the ‘“‘waste and lax administration” described in your report, “and take prompt 
action to insure that they shall no longer occupy positions of trust and author- 
ity in the expenditure of United States aid funds.” 

A complete study of the committee’s report and related documents has been 
made by this agency and although we freely acknowledge that there were in- 
adequacies in the administration of the Iran program and that mistakes were 
made, I do not believe that these mistakes were of such magnitude as to war- 
rant the taking of the actions reeommended by the committee. 

In my opinion, such deficiencies as did exist in the administration of the 
program stemmed in a large measure from factors over which our personnel 
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had little or no control. I am firmly convinced that their efforts were con- 
sistently directed toward carrying out the overall objectives of the United States 
aid program, and that, under their direction, the major objectives of that 
program were realized. 

That is the answer I have made to Mr. Hardy with respect to that 
statement as to personnel, which of course centered on Mr. Warne. 

Mr. Fuuron. I think the statement should be made in the record 
by the ICA as a general statement on your personnel policies as well 
as in respect to the particular individual involved. You could do 
that later. 

You should make clear that the ICA has no policy that you take 
them out of one place and shift them to another place when it gets 
too hot for them in the first place. 

Mr. Hoxuister. No, sir. If we think a man hasn’t done a good 
job, if he is a man I can remove, he is removed. If he is a man who 
fas civil service protection and his delinquencies aren’t enough to 
warrant a trial, 1 usually shift him to a place where he can do no 
harm. 

Mr. Carnanan. Mr. Hollister, as you know, there are allegations 
that projects were selected for Iran by ICA which were not carefully 
planned and which even the Iranians themselves did not want. Do 
you have any comment on that? 

Mr. Hotuister. The whole document, unless you want to go through 
the whole document now, I think it is probably better to submit it—— 

Mr. Carnanan. You treat that in the document ? 

Mr. Ho.utstrer. Yes, sir. 

Mr. Vorys. Mr. ope this June 13 letter is already in our 
hearings in part IV. I don’t think that ‘the statement of De ‘puty 
Under Secret: iry Robert Murphy, which was put in the Congressional 
Record on February 4 by Mr. Reece of Tennessee, has been put into 
our record. 

Mr. Hotutstrer. It may be the very thing that Mr. Coffin has been 
asking about. 

Mr. Vorys. I see it refers to Mr. Warne a number of times. With- 
out detaining the committee, I suggest if Mr. Coffin wanted to look it 
over, if he and the other members would agree, it might be helpful 
to put it in the record at the proper place in today’s proceedings. 

Mr. CarnaHAn. Without objection, the material will be placed in 
the record. 

Mr. Houuister. If it satisfies Mr. Coffin’s and Mr. Morano’s idea of 
what we are talking about, we could let this be the answer, or I 
could have it supplemented if you gentlemen—— 

Mr. Morano. If it discusses the questions pro and con; yes. If it 
does that, that satisfies me; if not, I would like to have it supple- 
mented. 

Mr. Carnanan. Without objection, this material will be inserted in 
the record. You can see if it answers your question. If not, we can 
try to get additional information. Is that satisfactory to you, Mr. 
Morano? 

Mr. Morano. Yes: if it is with Mr. Hollister. 

Mr. Carnanan. You may proceed. 

Mr. Futron. Mr. Chairman, yesterday I had asked questions of the 
Comptroller General’s office regarding the Korean program, particu- 
larly the construction of fertilizer plant No. 1 and fertilizer plant 
No. 2 in South Korea. 
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If it is satisfactory to you, Mr. Hollister, could you likewise have 
your Department answer these particular questions for the record ? 

Mr. Ho.usrer. Yes, sir; we would be very glad to, if you tell me 
the kind of thing you want. 

Mr. Fuuron. T ‘hey are in the record yesterday. 

Mr. Hoxtisrer. You mean, to have it put in the ogee 

Mr. Furron. I want the questions answered. I didn’t ask for an- 
swers at the table yesterday. 

Mr. Hoxuisrer. I might at this time make a statement on that be- 
cause it is a rather difficult and in some w ays a rather sore subject, 
this Korean fertilizer plant. 

I would like to tell you gentlemen the facts so that you can not 
only weigh the bad but also the good. 

The Korean fertilizer plant will cost a good deal more money than 
it was originally thought. 

Mr. Futon. I believe that is plant No. 1. 

Mr. Houuister. We are not planning at the present time to go 
ahead with the second Korean plant, on the theory that we had better 
do one thing and finish it and do it as well as we can under the 
circumstances rather than get into a possible duplication of the same 
situation. 

We have deobligated a certain amount of money that had been 
tentatively set aside for the second fertilizer plant in order to sup- 
ply some additional money which will be needed for the first fer- 
tilizer plant. 

I myself am not at all convinced that the construction of the 
fertilizer plant was wise to begin with. Let me interpolate that this 
was started several years ago. 

But we have felt after many studies that the amount which has 
been expended so far is such that we must proceed to complete it, 
even though, as I say, it will cost more than we originally planned. 

I think it is an example of the action which sometimes 1s required 
under programs of this kind where we do not have a chance to plan 
the whole thing adequately and perhaps get proper estimates. 

It is one of the reasons why we are so anxious to get the develop- 
ment loan fund in operation where we will have time to plan care- 
fully and will have funds which will not lapse if we don’t obligate 
them within a given year, so that in a project of this kind we may be 
sure, or as reasonably sure as we can be, that in moving into these 
projects we have them carefully engineered and know where we are 
coming out. 

[ should say in extenuation of those whe planned the program 
originally tha ni if you gentlemen will check the record of the United 
States Army engineers, which is one of the highest class organiza- 
tions we know, and some of their activities in river and harbor opera- 
tions, I think you will find that in many cases the ultimate cost of 
projects which started out rather low have ended up very substan- 
tially larger than was originally planned. 

That I think is also true in the Department of the Interior in some 
of our conservation programs in the West. It isn’t always easy, I 
am trying to point out, to be sure how much it is going to cost you 
when you get into one of these very large programs. 
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This might give me a good opportunity to bring in something that 
I hope will work out very well and again is something 1 know this 
committee would be interested in. 

We are very hopeful that in Pakistan we are going to be able to 
enlist for a fertilizer plant a very substantial amount of private 
capital in doing this same kind of thing, so that private capital will 
take the responsibility and they will do the engineering and they will 
perhaps have a better assurance of going into a sound proposition 
than when you try to have one of these very extensive operations 
operated by the Government. 

Mr. Fuuron. I have a question there, but I will yield to the gentle 
man. 

Mr. Puccner. Which one of the plants did you build first, the urea 
plant or the other plant ? 

Mr. Houutsrer. I think it is the urea plant. 

Mr. Prrcner. Who recommended building a urea plant, which is 
nothing in the world but nitrogen, to a country to furnish fertilizer ? 

Mr. Houutsrer. Let me say this was done several years before I 
had anything to do with it. I am not prepared to give you the in 
formation now. We will make a statement for the record. 

Mr. Pitcner. On what basis can you build a fertilizer plant there 
when you haven’t any of the materials there? You can’t make super 
phosphate until you have sulfuric acid. It takes sulfur to make the 
sulfuric acid. You have to have potash to complete fertilizer. 

You could have paid the fre ioht for years on con iplete fertilizer 
over there for what the cost of this will be. 

In the first place, they tell me those peop yle over th ere don't want 
anything but nitrogen. They have to be educated that fertilizer is 
composed of phos phate, nitrogen, and pen ash. 

ou are not giving labor any work, because a modern fertilizer 
plant employs the least labor of saaah ine that I know of. A $25 
million plant in the United States will supply an entire State with 
commercial fertilizer of all three components 

Mr. Fuuron. Because I agree with the gentleman’s position I have 
asked many questions in yesterday’s hearings. 

I believe if the information is not available right here. which I 
wouldn’t expect it to be, that I would like to have the ICA agency 
explain those questions in detail at this point in the record. 

Mr. Honnisrer. We will be very glad to do that. 

Mr. Pincier. All you have to do is look for your potash deposits 
and your phosphate deposits and see how mat v miles thev are awav 


r ] 
from there, 


Mr. iy LTON, I believe the depo its of vall: ib le ran } terials 
are not near either plant No. 1 or plant Xo 2. Secondly, neither 
plant No. |] nor pp a No. 2 is located near the possible m irkets. On 
plant No. 2 the money has been authorized and committed without 
deter ning what kind of fertilizer they are voIng’ to make at the 
plant. 

Mr. Honrtsrer. We are not planning to go through with plant 
No. 2. 

Mr. Prrcner. What are you gome to do with your big urea plant? 

fr, Furnron. On plant No. 1 there is already an estimate of $9 
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the plant No. 1 over and above the $21 million already planned for 
the project. 

I believe the gentleman and I both agree that if plant No. 1 is 
to cost already 50 percent more than planned, maybe before ICA 
goes nhead with it, the agency ought to come back to this committee 
and see just what the situation is going to be. 

Mr. Pinciuer. Your urea plant won’t be worth anything. You 
will have to build some kind of a plant to mix your potash and phos- 
phate with your nitrogen before you can give the people fertilizer 
over there. 

Mr. Funuron, And that is probably in addition to the $9 million 
that they hadn't planned on spending. 

Mr. Hounisrer. May I answer you this way. I am not an expert 
in this field at all. 

Mr. Pincuer. I am not either 

Mr. Honuisrer. I have been very much distressed by this whole 
thing. It was started many years ago. 

Mr. Carnauan. Was it started as an ICA project ! 

Mr. Honttisrer. The predecessor agency, not ICA. 

Mir. Carnanan. Was it a foreign aid projec t? 

Mr. Honuisrer. It was started during FOA. 

Mr. Srenven. Do you mean that these plants were started under 
MSA / 

; [r. Hou ISTER. Yes. 

Mr. Fuvron. That is why we need the history ot these plants from 
your agency to put in the record at this point, if you will, and answer 
my questions of yesterd: Ly. 

Mr. Senpen. The ( ‘comptroller General yesterday pointed out that 
plant No. 1 was not committed until 1954 and plant No. 2 was ap- 
proved by ICA in April o f last vear. 

Mr. Houuisrer. That has been clisap proved, Plant No. 1, 1954 
that may be, 

Mr. Senpen. Which was on ly 5 years ago. 

Mr. Honuisrer. That. was under the FOA. 1 know it was before 
I vot in here, and I though it was prior to that time. 

Mr. Senpen. It has not been completed ? 

Mr. Houusrer. No. That is the trouble with the thing. It is 
going to cost so much more than planned. My people have told me 
that the »y thought it was wiser to complete it even though the wisdom 
of originally starting it is something which perhaps is under dispute. 

Mr. Pircurr. That is a urea plant that you are going to finish ¢ 

Mr. Houutstrer. Yes. 

Mr. Pincner. Then you are going to be called on to put millions 
more in for some other kind of plant to make fe gst 

Mr. Hotuister. We will try to give you all the figures. 

Mr. Pincurr. You will have to give me lots of oc on that be- 

cause I have been studying that for some time. 

Mr. Houuisrer. I will try to give you the answers as to why we are 
trying to do it. I can’t now discuss the urea plant, and so forth. I 
would like to ask if you would like to have me send up my people who 
know something about it ? 

Mr. Pincuer. I would like to have the justification to start with for 
building the plant there. The farmers don’t know anything about 
fertilizer. The y have to be educated to it. We could have bought 








1210 MUTUAL SECURITY ACT OF 1957 


and paid the freight for 10 years over there for what one of these 
plants will cost until you could educate the people to the kind of 
fertilizer they should use for their agricultural economy. 

If you build this big urea plant, that is nothing in the world but 
nitrogen. You will have to have something to mix the other com- 
ponents with it. 

Mr. Houutster. May I repeat. We shall try to give you the best 
explanation we can. If you are not satisfied, I hope you will say so. 
If we are doing the wrong thing 

Mr. Puccuer. I am not critic al, That is what makes it hard on 
people like myself when we go back home in a district where, as I said 
the other day, 75 percent of the people are against it. 

Mr. Houtisrer. I say, I want you to be critical. I think you should 
be critical when things are not done properly. I am unable at this 
time to turn back the clock. 

If there are things done in the past that were not justified, all I can 
do is make the best decision we can, whether to give it up ¢ ‘omplete ‘ly 
or go ahead with it. If we are making mistakes in doing this project 
that was started years ago, I would be the first who would want to 
know it and not waste any more money on it. 

I think a complete report to the extent we have it is something you 
gentlemen are entitled to. If somebody who is an expert on it as 
you are, Mr. Pilcher, will check it, I would be very appreciative. 

( The following memorandum has been supplied by ICA in re sponse 
to Mr. Pilcher’s inquiry :) 





In 1953 the Food and Agriculture Organization of the United Nations (FAO) 
made a survey of present and prospective South Korean requirements for ferti- 
lizer. This survey concluded, among other things, that for the year July 1, 1957, 
to June 30, 1958S their requirements would be: 124,000 metric tons of nitrogen; 
91,000 metric tons of phosphate as P205; and 35,000 metric tons of potash as 
K:0. (More recently, in 1956, a team of United States agronomists has estimated 
these annual needs as: 167,000 metric tons of nitrogen; 117,000 metric tons of 
P.O; ; and 24,000 metric tons of K.0; along with 1,000,000 metric tons of lime.) 

In view of this very large nitrogen requirement, all of which had to be imported, 
and the serious foreign exchange shortage of the South Korean Government, the 
United Nations Korean Reconstruction Agency (UNKRA), which had been es- 
tablished in 1950 by the General Assembly of the United Nations to provide relief 
and rehabilitation in Korea, awarded a contract to the United States engineering 
firm of the Chemical Construction Co. to make a determination as to the tech- 
nical and economic feasibility of constructing a synthetic nitrogen fertilizer 
plant. Chemical Construction Co. (CCC) was at that time a subsidiary of the 
American Cyanamid Co. and is one of the oldest United States firms in the field 
of synthetic nitrogen design engineering, its organization going back to the days 
when fixed nitrogen processes were being supported by the United States Gov- 
ernment shortly after World War I. It has continued as one of the predominant 
companies in this field to the present time 

Chemical Construction Co., after an extensive survey by a number of its prin- 
cipal engineers, submitted two reports to UNKRA, the first one dated February 
8, 1954, and the second on May 20, 1954. In the first report, the CCC recommended 
an ammonium sulphate plant as its first preference and a uren plant as its sec- 
ond preference. The same report also covered in substantial detail the subject 
of a site selection for such a manufacturing plant. Some 14 definite sites were 
considered. Na Ju was recommended as its first choice for site and Chung Ju as 
its second recommendation. In the second report, however, the CCC reversed its 
first recommendation as to type of nitrogen fertilizer that should be produced 
from ammonium sulphate to urea, and changed its preferred site selection to a 
place near the port of Pusan. While the South Koreans agreed as to the type 
of fertilizer (urea) that should be produced, they did not agree with the recom- 
mendation of Pusan as a site. Because of consideration of water supply, coal 
supply, and security, they officially selected the Chung Ju area, and this selec- 
tion was unobjectionable to the United States. 
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The reasons given by CCC in its May 20, 1954 report for the selection of urea as 
the type of fertilizer to be produced and in reversal of its original recommenda- 
tions included the following: 

“Urea has been employed as a source of nitrogen in rice culture in the United 
States, Japan, Taiwan, and elsewhere in the Orient on a sufficient scale and for 
long enough to establish thoroughly proper utilization, benefits to be expected 
with confidence, and complete absence of toxic effects or other relative disad- 
vantage for rice or any crop for which nitrogen is needed.” 

And in support of its conclusion, after also pointing out arguments the other 
way, it pointed out that “certain carefully controlled experiments in the United 
States have shown slightly superior responses of rice to urea by comparison to 
other nitrogen sources including ammonium nitrate.” It gave as an example a 
5-year study in California in which comparisons had been made of the produc- 
tion increases which resulted from the application to dry soil before seeding of 30 
pounds of nitrogen per acre in each of four different types of nitrogen fertilizers— 
ammonium sulphate; urea; ammonium nitrate plus CACO;; and cyanamid. In 
each case the increased yield was measured in two ways: (1) the pound increase 
per acre in rice yield above the yield when no nitrogen was used and (2) the 
pound increase in rice yield for each pound of nitrogen applied. The results, 
based on the 4-year average for the period 1988 to 1942 were as follows: 


Increase in yield 


Measured in Measured in 
Type of fertilizer pounds of rice | pounds of rice 
per acre | per pound of 


jnitrogen applied 


Ammonium sulfate | 593 | 19.8 


Urea 660 22.0 
Ammonium nitrate plus CaCO 189 6.2 
Cyanamid ; 461 15.4 


The acceptance of urea for rice fertilization was spreading in the Far East 
and was accepted as a basis for planning new nitrogen manufacturing plants as 
evidenced in India and Japan. 

Other detailed reasons given by CCC for its recommendation of urea included 
ones having to do with economic feasibility, availability of raw materials, the 
neutral reaction of urea to soil as compared to the acid reaction of ammonium 
sulfate, conservation of foreign exchange and utilization of natural resources and 
local labor. 

A decision having been made as to the type of fertilizer to be produced and 
the plant location having been selected, it was necessary to determine which of 
several possible different synthetic urea processes—principally Chemico, 
Pechiney, Montecatini and Inventa—was preferable, to obtain tenders, and to 
select a contractor. 

ICA (then FOA), having agreed to consider the financing of this plant under 
the mutual security program, felt that it was necessary to solicit the best outside 
technical advice in reviewing the proposals submitted by various firms and in 
determining the most suitable process. 

Therefore, it was decided to seek expert advice from the National Research 
Council which in turn established a panel of experts. This agency was governed 
by the recommendations of this panel, the final selection being in favor of the 
Swiss Inventa process, which was included in the proposal submitted by McGraw- 
Hydrocarbon. This proposal, like all other proposals, was made on a cost-plus-a- 
fixed-fee basis. 

As requested by the committee, copies of the two reports of the Chemical 
Construction Corp. and of the report by the special panel established by the 
National Research Council are being separately provided to the committee. 


MIXED FERTILIZER VERSUS DIRECT APPLICATION OF UREA 


In the last 3 years Korea has used approximately 120,000 tons of nitrogen 
per year which was applied by farmers in the form in which it was imported, 
unmixed with potash and phosphate. The proposed plant will manufacture 
40,000 tons of nitrogen as urea or approximately one-third of the amount now 
being applied in the form of material. During the last 3 years Koreans have also 
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imported and applied an average 26,000 tons of phosphate as P.0;, and 5,000 
tons of potash as K.O, together with an unknown quantity of locally available 
lime. These amounts of phosphate and potash are, of course, many times less 
than the amounts estimated as representing the minimum annual requirements 
for these fertilizers in South Korea, but the Korean farmer is not generally 
accustomed to using them and will not use them except as the effects of our 
farm education program gradually spread. The additional quantity of these 
two materials, and of lime, that they will use in the future, will depend upon 
the success of Korean technicians, and their American advisers, with the farm 
education program. At some future time, part of these plant food elements may 
be applied as mixed goods. 

However, unless Korean farm labor becomes much more expensive than it is 
at present, and unless the average farm tract is increased beyond a small plot, 
application of nitrogen, phosphate, and potash in separate materials will be 
cheaper than the use of mixed fertilizer. Therefore, ICA does not consider 
construction of mixing capacity for the fertilizer consumed in Korea necessary 
or justified. 

ECONOMIC 





CONSIDERATIONS 


The major economic justifications for this plant are these: (a) that the final 
cost of urea will be cheaper to the Koreans than the imported cost, and (?) that, 
apart from savings in absolute cost, production of urea in Korea, rather than its 
import, will save a large amount of foreign exchange. Our cost analysis, fur- 
ther supported by the Tudor Engineering Co., indicates that even at the 
increased estimated capital cost for the plant, the total cost for producing urea 
will be about $100 per metric ton, of which perhaps $45—50 will represent foreign 
exchange costs. Our proccurement programs of fertilizer for Korea show that 
during the past year, the ce. i. f. cost of urea, which originates either in the 
United States, in Europe, or in Japan is between $135 and $145 per ton. Ac- 
cordingly, there is an indicated absolute saving of $35 to $45 per ton of urea. 
Since the capacity of this plant is about 85,000 tons per year the total annual 
saving therefore is $3,400,000. It is interesting to note that this saving is 
equivalent to total transportation cost over a period of 10 years for an equiva- 
lent amount of imported ammonium sulphate. Moreover, in terms of foreign 
exchange savings, the amount approaches $100 per ton or an annual foreign 
exchange saving of over $8 million. 


ESTIMATED INCREASED COSTS 








The original negotiations leading to the contract established an estimated 
dollar cost of $19,550,000, exclusive of stipulated $470,000 for royalties. This 
contract between ROK and the United States contractor was signed May 13, 
1955. Approximately a year later, at the request of the Koreans, and with 
ICA approval, the powerplant was redesigned to permit utilization of Korean 
coal as well as imported fuel oil. This change in design added $2 million to 
the contract price, bringing the new total, exclusive of royalties, to $21,550,000. 
It was recognized all the time that these maximum figures were the best esti- 
mates at that time and might subsequently change materially. Actual equip-- 
ment and material costs are, under the contract, which is of a cost-plus-a--fixed- 
fee type, on a reimbursable basis; although any increased costs are subject to 
prior ICA approval. 

In October of 1956 the contractor formally submitted to ICA a new estimate 
which was based upon the more complete design of the plant as well as on more 
accurate up-to-date costs of equipment and materials. This new estimate was 
about $9,500,000 more than the amount estimated in the original amended con- 
tract. <A very large proportion of this increase resulted from increased material 
costs. The following is a breakdown of the distribution of the increase among 
the major components of the total project: 


Indirect accounts (viz., construction equipment repairs and rent; 

camp and cafeteria operations; training; fuels and lubricants; 

freight and forwarding agencies duties; etc.) 3 3, 500, 000 
NNN iscsi ws ccc n oe ‘ ees Ba js 1, 400, 000 


In view of this new significantly higher estimate, ICA took two steps. First, 
it asked Tudor Engineering Co. for an opinion as to whether the further in- 
creased estimate was warranted, receiving an opinion that there was no basis 
for taking exception to this new estimate. Second, in an effort to nail down an 
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outside figure which could be considered to be a reasonably firm final estimate, 
it attempted to get a fixed-price arrangement for the completion of the plant 
and then, being unsuccessful in this attempt, requested a further firm estimate 
of the total cost to complete the plant. 

The new dollar estimate, received in May, is $35,480,000 and represents a 
further increase of $4,700,000. The local curreney costs are also increased to a 
new total of 2,750 million hwan, an increase of 1,041,667,000 hwan. 

The major items of dollar increase are: 


re ass ee 2 Spe vantage any oe ames esas amiatay ates eae $600, 000 
COREIAPIIIOR: bo ccticdocnasauncndanusunsibe ba mbowdadln walewalankancmchae 1, 500, 000 
United States dollar labor costs in Korea, approximate___---------~- 2, 000, 000 


These latest estimates are now being analyzed by both the Tudor Engineering 
Co. and ICA/Washington. 
Estimated increase 


Fr I a ir oe hii ro, has eal a cn eet nea eet ene $95, 000 


Se CTR RD ina 5. Sar calc ae Act ie elise te eseainh adi ages em raan oc on ach od dar ecco ep omeroten 1, 500, 000 
SE UII a a ad Nisa el eae tala ci olde bess ecole ree 245, 000 
ONT: DCR TE CIN sis as ws hs nw es eect cee eae 1, 060, 000 
AD cl a a 1, 140, 000 
Sc ea a i ne aD aa i ak Bon ea 127, 000 
TUCO IORI eo etn artaibaiatnlo nie ade dais ol uiccdle ca eo 201, 000 


Mr. Pitcuer. I am not an expert. I have been in the fertilizer 
business for 40 years, but I don’t have anything the size of this. 

Mr. Horuisrer. If you have been able to stay in business for 40 
years 

Mr. Pitcurr. There are the three elements of potash, phosphate, 
and nitrogen. We used to have organics. But there are no more 
organics. We had blood and bone and tankage and fish scrap. But 
all that goes into the manufacture of feed now. All of your nitrogen 
is mineral today, 100 percent, ammonium sulphate, urea, or any num- 
ber of components of nitrogen. But potash 1s the same as it has been 
for 100 years, and phosphate is the same. It takes all three of them 
to make the plant food. 

Mr. Vorys. Could I say this? I am not a farmer, but Mr. Rich- 
ards and I were in Korea in November of 1954 and were told about 
this fertilizer plant, and it seemed like a good idea to me and I think 
it did to him. 

Although he knows more about fertilizer than either Mr. Hollister 
or I, it seems to me that we ought to get somebody that knows more 
about fertilizer to tell why _ looked like a good idea in 1954. 

Mr. Carnanan. Mr. Pilcher, I just wanted to comment that I feel 
that you do qualify as an expert. 

Mr. Picuer. I am for the plant, if it will help the Korean agri- 
culture over there. If they can show me it is feasible, I am for it 
But I have to have more information than I have been able to dig up 
in Congress or anywhere else on it. 

Mr. Carnanan. I am sure many members of the committee ap 
preciate your reaction to the program. 

Mr. Fuvron. I would say to Mr. Hollister this: On the presen 
state of the record I would have to give notice that I would be as 
mitting an amendment to knock out the authorized fund for fertilizer 
plant Nos. 1 and 2 in the South Korean program because I do not 
believe they have been justified. 

[ do not believe that the questions that I have asked can be lightly 
dismissed, and those of Mr. Pilcher as well. 
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Mr. Hoxuisrer. I hope you don’t think that I expect to dismiss them 
lightly. I am going to do my best to answer them as well as we 
possibly can. 

Mr. Furron. That is why we are asking. We think you will give 
us the answers. 

Mr. Morano. Is the specific authorization for the plant in the bill ? 

Mr. Futon. There is an authorization for the program for South 
Korea in the mutual security bill that is coming up. There can be 
a specific amendment put in ‘that will prevent the use of funds for a 
certain purpose. I would expect to put in an amendment to prevent 
the use of funds that are authorized for the mutual security program 
for South Korea for this purpose. When there is going to be a 50 
percent increase in the cost of fertilizer plant No. 1 over the expected 
and contracted-for amounts, then I think there should be much more 
care given, on top of the fact that the plant when built is not ex- 
pected to be satisfactory nor located in the right place either from 
source material or from markets, nor the right kind of a fertilizer 
plant. Maybe some of our questions had better be answered, before 
we proceed. 

Mr. Vorys. Mr. Chairman, I asked consent to put in this May 29, 
1956, statement of Under Secretary Murphy. It has been looked over 
by members cf the committee in the meanwhile and they feel it would 
be more helpful to have a new statement brought up to date which 
possibly might be a little shorter than this long statement. 

Therefore, I withdraw the request to insert this 1956 statement and 
join with others in the request that Mr. Murphy or the Department of 


State give this type of up-to-date background statement on Iran. 
Mr. Carnanan. Without objection, it is so ordered. 
(The following letter from the Secretary of State has been sub- 
mitted for inclusion in the record :) 


DEPARTMENT OF STATE, 
Washington, D.C., July 1, 1957. 
Hon. THomas S. Gorpon, 
Chairman, House Foreign Affairs Committee, 
House of Representatives. 

Dear Mr. CHAIRMAN: During the course of the hearings on June 26, 1957, on 
the mutual security program, some of the members of the committee asked for 
an estimate of the part played by the Iranian aid program in the achievement 
of United States foreign policy objectives. I understand that two questions were 
asked : 

1. Did the aid program play a substantial role in keeping Iran out of the 
Soviet orbit in recent years? 

2. What would have happened if we had not carried out this aid program? 

The overall effectiveness of our aid program in Iran can best be estimated by 
reviewing the part it played in four critical periods. The first period opened in 
May 1951 with nationalization of the Iranian oil industry and the cessation of 
oil revenues. The Iranian Government fell into increasingly critical financial 
straits and was not able to discharge effectively many of its normal functions. 
As is their custom, the forces of international communism seized on this desperate 
situation with a view to exploiting it so as to bring Iran under Communist domi- 
nation. From this time until the summer of 1953, Iran was the scene of a 
historic and bitter political struggle between freedom and international com- 
munism. Shorn of a large part of its revenues, the government of Dr. Mosadeq 
turned more and more toward tacit collaboration with the Communists. 

During this period the United States provided modest assistance programs 
which, without giving Iran budgetary support, produced some highly significant 
results. Through technical assistance, the level of life in Iran was improved 
from the point of view of education, agriculture, and public health. By making 
some foreign exchange available to Iran, our aid programs helped to prevent 
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an economie collapse under circumstances which were highly conducive to the es- 
tablishment of a Communist-controlled regime. Employment was provided to 
a large number of persons who, if unemployed, would have been more readily 
susceptible to Communist subversion. By demonstrating on a practical basis the 
United States interest in Iran’s welfare and independence, these programs en- 
couraged non-Communist elements throughout the country, both military and 
civilian, to resist Communist pressures. 

The second period opened in June 1953 when Dr. Mosadeq, convinced that his 
government could no longer survive without large-scale budgetary aid, personally 
requested such aid of the President and implied that if such aid was not forth- 
coming, Iran would have to turn to the Soviet Union. This request was denied 
on the ground that Iran was not doing its utmost to use its own natural re- 
sources. The announcement of this refusal led many Iranians to recognize that 
the country was at a crossroads. At this time non-Communist forces, encouraged 
by our aid and friendly interest over the past 2 years, took measures to insure 
that Iran would turn toward the free world, rather than the Communist bloc. 
The Communist-influenced Mosadeq government was replaced. The fact that, 
during the preceding 2 years, the United States had kept alive the confidence of 
patriotic Iranian elements in our ability and willingness to help, contributed to 
tipping the balance in favor of loyal non-Communist Iranians and thereby played 
a crucial role in making it possible for these elements to frustrate Communist 
efforts to seize power. 

The third period started on August 19, 1953, with the accession to power of 
a friendly government. This Government indicated that it was prepared to de- 
velop its own natural resources. However, it had taken over an unbelievably 
chaotic situation. The treasury was nearly empty, the economy was prostrate, 
and the communications and administrative systems of the country were in des- 
perate straits. Without immediate budgetary aid, the new Government would 
have had extreme difficulty in even paying the salaries of its armed forces. With- 
out sizable outside aid, it is doubtful that this Government would have been able 
to survive the succeeding 14 months which were required to negotiate a settle- 
ment permitting a resumption of oil revenues. It was my conviction as well as 
that of those other officers who were most familiar with the situation at the 
time and who were responsible for taking steps to assist Iran to maintain its 
freedom, that if the new Government failed at that critical moment because of 
United States refusal to provide emergency aid, the situation would have dete- 
riorated rapidly to the point that the danger of Communist seizure of power in 
Iran would have been materially increased. At this point, the United States 
embarked on a program of emergency aid to assist this friendly Government 
until oil revenues could be adequately resumed. 

The fourth period began in November 1954 with the completion of the oil 
settlement. The agreement called for a scheduled 3-year buildup of production 
with the result that the Government could not expect to reach planned levels of 
oil revenues until the end of 1957. During this period the total level of United 
States aid to Iran has declined, and properly so. In addition, the emphasis 
was shifted to loans, as is evidenced by the establishment of a $53 million line of 
credit by the Export-Import Bank. However, if aid had been cut off immediately 
following the conclusion of the oil agreement, the Iranian Government would 
have been confronted with a financial situation almost as serious as the one 
which had precipitated the earlier grave threat to the country’s independence. 
This would have been contrary to United States policy objectives. 

I think there is little question but that if the United States had refused to carry 
on the modest aid program of 1951-538, the country would have slid toward Com- 
munist domination even more precipitately than it did in fact. Furthermore, 
patriotic elements would probably have found it much more difficult to take 
advantage of the opportunity presented in August 1953, when the Communists 
overplayed their hand and revealed their real intentions. Similarly, if the 
United States had failed to provide immediate and greatly increased aid be 
ginning in August 1953, the new friendly government probably could not have 
survived long enough to negotiate a settlement of the oil dispute. Finally, if, 
after negotiation of the oil settlement, the United States had not provided aid on 
a gradually declining scale, the benefits of the oil agreement would have been 
greatly reduced, the internal strength of the Government would have been seri- 
ously weakened, and Iran would have found it exceedingly difficult to play the 
effective and constructive role in Middle East affairs that she has, in fact, played 
during the last 2 to 3 years. 
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The aid program in Iran has been an integral part of a unified policy and its 
effectiveness cannot be realistically evaluated apart from that policy. The 
record of United States policy toward Iran is one of which Americans can be 
proud. The proof lies in a comparison of the situation in Iran today as com- 
pared with that of a few years ago. The events of the last 6 years in Iran not 
only demonstrate that the aid program made a notable contribution toward 
Iran’s freedom and independence, but clearly suggest that without that aid, the 
situation in Iran and the Middle East might ‘have been dangerously altered 

against our interests. Had Iran fallen into the Soviet orbit, the Soviet Union 
would have achieved the centuries-old Russian goal of an outlet on the Persian 
Gulf, thus gravely endangering the security of neighboring states and almost two- 
thirds of the proven world oil reserves. 

Sincerely yours, 
JOHN FOSTER DULLES. 


Mr. Carnanan. Mr. Smith. 

Mr. Smiru. Mr. Hollister, before we leave this Korean matter, first 
of all I want to say that I am very sympathetic to the job we are try- 
ing to do over there. I was disturbed greatly by the testimony of 
Mr. Campbell on the conditions that they reportedly found. 

He stated that there was a complete lack of cooperation on the part 
of the Korean Government. Has your agency found that to be true? 

Mr. Hoxtaster. That is an overstatement, Mr. Smith. This is off 
the record. 

(Discussion off the record.) 

Mr. Pitcner. Since Mr. Hollister came back to fertilizer, when 
FOA committed $21.5 million for this first plant, one of the things 
that I think Mr. Fulton and I want to know is the basis they had to 
build the first plant. 

Then, I think by the next year, when they wanted to spend $19 
million more for a second plant they realized that the first plant 
wasn’t going to be worth a dime to them unless they had the second 
plant. 

Mr. Furtron. And we really want to have the justification by the 
engineering experts hired on plant No. 1 to recommend, first, the type 
of plant; secondly, the location of the plant; and thirdly, the type of 
fertilizer to be manufactured. Where is that report? I would like 
to see it or a summary of it. They had a preliminary survey by en- 
gineering experts. First, who are they; and secondly, where is the 
report ? 

Mr. Vorys. We have asked for that about 17 times. 

Mr. Hottister. I will give you all that, gentlemen. (See p. 1168.) 

Mr. Sexpen. Mr. Hollister, have you had an opportunity to go over 
the statement that the ¢ ‘omptroller General made yesterday ¢ 

Mr. Hotutster. No. We expect to answer it. 

Mr. Seinen. We all feel, I think, that there were a number of 
sweeping accusations made in his statement. I hope you will have 
an opportunity to go over it and point out any items that you believe 
are incorrect, as well as those items that you feel are correct. Also, 
let us know if any steps are being taken to correct admitted ir- 
regularities. 

Mr. Hoiutster. Mr. Selden, may I say this here: That with all these 
General Accounting reports I hope that you will also read the good 
with the bad. 

I think there are cases where they commend us for some of the 
things we are doing. These reports, of course, go back several years. 
They have been closed as of a certain date, sometimes a year or at 
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least several months. We hope all the time to be improving these 
things. 

Mr. Setpen. They indicated in their statement yesterday in several 
places that some of the things that had t.en pointed out had been 
found by the ICA itself. 

Mr. Honiister. Don’t forget we know these things. If we don’t 
find them out, they certainly find them out for us. Once we hear of 
one of these things, we do our best to correct the situation. 

Mr. Sevpen. If you would point out in a statement for the record 
how admitted irregularities are being corrected, I think it would be 
helpful to us and to the committee. 

Mr. Howuster. Of course, in this pamphlet on administrative im- 
provements there is an indication of some of that. 

Mr. Sevpen. If you could reply to his statement point by point, 
I think it would be very helpful to the committee. 

Mr. Hoxuister. Mr. Saccio tells me that Mr. Summers will be 
appearing this afternoon. He is Deputy Director for Far Eastern 
Affairs and has a statement on this subject. 

Mr. Carnanwan. Mr. Hollister, did you have something that you 
wanted to present regarding the proposed development loan fund ? 

Mr. Hourtsrer. I had felt it might be wise, because I know the 
committee will want to ask a great many questions about the develop- 
ment loan fund, to perhaps lead into that question period by reading 
part of this pamphet which I have here. 

It seems to me that would be a good way to point out the most 
important things with respect to the de ‘velopment loan fund. 


The fund’s purpose 

The primary purpose of the proposed development loan fund would be to 
help finance—-independently, or in partnership with other public lending institu- 
tions or private enterprise—soundly conceived economic development in free 
countries of the less developed areas. 

In the past, this purpose—the promotion of economic development—has not 
been clearly separated from other objectives of the mutual security program. 
This is because that program has been presented to the Congress and to the 
American public as a single entity, and bec: ause its different categories of aid 
have not corresponded precisely to the program’s different purposes. 

Establishment of the fund would disentangle the goal of economic develop- 
ment from other policy aims, which are also important, but which should be 
separately pursued. The fund would provide all loan financing under the mu- 
tual security program which is aimed at promoting economic development—both 
that which has hitherto been furnished as part of “defense support” and that 
which has been provided as “development assistance.” 

This should help to fulfill one of the chief conclusions of the Senate Special 
Committee on Foreign Aid, as stated in its final report: “The objectives of the 
various foreign aid programs should be separated, refined, and restated, as 
necessary, by the executive branch and the Congress. * * * The purposes of 
each type of aid should be clearly demarcated and expenditures of funds ear- 
marked for each type should be directed to its specific purposes. Unless this 
is done, it will not be possible for the people of the United States or the Congress 
to understand either the distinct objectives or the magnitude of the various pro- 
grams. 

The clear definition of the fund’s purpose should also permit economic de- 
velopment to be advanced through more effective methods. At present, aid 
for development purposes is furnished according to the same procedures which 
govern the provision of other types of mutual security assistance: annual 
appropriations based on illustrative country programs. As indicated later, this 
procedure is not suited to the task of promoting economic development. Dif- 
ferent procedures can only be devised and effectively applied, however, by an 
instrument specifically created for this purpose. The development loan fund 
is such an instrument. 
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I will now discuss how the money would be provided. 
Mr. Carnauan. Mr. Hollister, this pamphlet has only 24 pages—— 
Mr. Hoxuisrer. I am not going to read it all. 


Economic development is a continuing process, not an annual event. The 
fund's proposed capital structure is geared to this fact. It is designed to pro- 
vide that assurance of future resources which is the essential characteristic of 
any financial institution, and particularly of one devoted to assisting a long- 
term process such as economic development. 

Until now, aid for development purposes has been provided through annual 
appropriations. Virtually every study of our development program which has 
been conducted in the last year has concluded that this is a wasteful and 
ineffective method. So long as this nfethod is followed, the United States, the 
receiving countries, and other financing sources have no reasonable assurance, 
from year to year, as to the amounts of development financing which will be 
made available. 

As a result, the United States cannot plan ahead to use the resources which 
it provides for development purposes with maximum effectiveness. A premium 
is therefore placed on short-term uses of these resources, which are often waste- 
ful in attacking a long-term problem like economic development. 

Even more important, the annual appropriations process does not permit 
us to stimulate either the receiving countries to greater self-help or other 
financing sources to greater activity, in the degree that we should. This is for 
two reasons: 

(a) The receiving countries are not encouraged to prepare, or to embark 
upon, needed long-term programs in association with the United States for we 
cannot hold out substantial assurance of United States long-term policy to 
assist them. These countries will still seek our aid without this assurance, of 
course, but they will tend to use it for short-term projects which may not be 
those most needed. 

(b) It is difficult for the United States to work closely with private investors 
or other public lending institutions—which do not depend on annual appropria- 
tions—in ways in which it might increase their activity. Here again effective 
results depend on our being able to provide a convincing prospect that we will 
finish the job. 

Thus, the fund needs assurance of future resources for two reasons: 

First, to plan for the effective long-term use of its resources, as any business- 
like enterprise should. 

Second, to work with receiving countries and other financing sources in ways 
which will spur them to greater activity. Potential borrowers and investment 
partners alike must have complete confidence that such an institution will not 
be here today and gone tomorrow—or that the scale of its activity will not alter 
drastically from year to year. 

Failing this assurance, they will be reluctant to commit themselves to ex- 
panded activity on the basis of an expectation of future fund financing. If 
they are not willing to do this, and our development financing thus fails to have 
a catalytic effect in mobilizing other resources, it will not represent the intended 
improvement over present procedures. 

The fund needs assurance of future resources, in short, to achieve its basie 
objective—that of placing our development financing on a sound businesslike 
basis. 


I will skip over to the bottom of page 6. 


The executive branch, therefore, proposes that the development loan fund be 
financed through (i) an appropriation of $500 million for fiscal year 1958; 
(ii) authority to borrow from the Treasury up to $750 million, as needed, in 
each of the fiscal years 1959 and 1960. 

Under this proposal, the only money available to the fund in fiscal year 1958 
would be the initial $500 million. The amounts authorized for fiscal year 1959 
or 1960 could not be borrowed, obligated, or expended until each of these years, 
respectively. As a result, presently planned annual ceilings on obligational 
authority and expenditures would not be affected. 

Thus, the fund would not be capitalized in one lump sum, as would be the 
case if it were capitalized through a multiyear appropriation. Its funds would 
rather be built up in an orderly fashion, as recommended in the report of the 
Senate Special Committee To Study Foreign Aid. 
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Provision of the fund’s future resources through borrowing from the Treasury 
would be consistent with its character as a lending institution. It would also 
be consistent with precedent : most public lending agencies have been capitalized 
this way—e. g., the Commodity Credit Corporation, the Reconstruction Finance 
Corporation, various farm credit agencies, the World Bank, the International 
Finance Corporation, and the Export-Import Bank. 

The use of borrowing authority would affect the level of the public debt in 
the same way as would the use of appropriated funds. That effect would be 
determined by the level of expenditures, which would be the same in both 
Cases, 

This capital would be available until obligated, to insure against the pressures 
for its hasty or wasteful use, which often are the result of a rigid obligational 
deadline. Elimination of that deadline would give time, particularly needed 
in the early years of the fund, to lay plans carefully, to emphasize soundness, 
to negotiate for conditions essential to success, and to move with deliberation 
in establishing high standards of quality in making loans. Activities could be 
planned, projects engineered, and negotiations conducted without having to 
keep one eye on the calendar. The present April 30 and June 30 rigid dead- 
lines for obligations are harmful to effective assistance in support of the con- 
tinuous process of economic growth. 

Rather than read this pamphlet, which has been very carefully pre- 
pared, | am wondering whether, and I had certain other extractions I 
wanted to read, but I was wondering if this wouldn’t be the time per- 
haps to have some questioning on the operation of the fund. 

[ am sure you will want to ask questions, and I would like to try 
to satisfy the things you would like to know rather than give you by 
repetition some of the same material that you will have available 
anyway. 

Mr. Carnanan. IT was wondering if the committee would like to 
have this pamphlet inserted in the record. It will thus become avail- 
able to more people than otherwise. 

Without objection, the pamphlet will be inserted in the record at 
this point. You may proceed. 

(The materia! referred to is as follows :) 


THE PROPOSED DEVELOPMENT LOAN FUND 
INTRODUCTION 


The Senate Special Committee To Study the Foreign Aid Program found that 
“the economic development of other independent nations is in the interest of the 
United States.” 

A report submitted to the House Foreign Affairs Committee at the end of the 
last session of the Congress by its then chairman concluded that “the United 
States would benefit politically and economically if the underdeveloped coun- 
tries were developed.” 

President Eisenhower’s second inaugural address stated the reason—briefly 
and simply: “One-third of all mankind has entered upon an historic struggle 
for a new freedom; freedom from grinding poverty. * * * Wherever in the 
world a people knows desperate want, there must appear at least a spark of 
hope, the hope of progress—or there will surely rise at last the flames of 
conflict.” 

To further the cause of peace in a free world, therefore, the United States 
provides development assistance to the peoples of the less developed areas. 

To furnish this financing more effectively, the President has proposed to the 
Congress that a development loan fund be established. The following pages 
discuss four questions concerning that fund: 

(1) What is it? 

(2) How would it function? 

(3) On what seale would it operate? 

(4) How would it be controlled and administered? 
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PART ONE. WHAT WOULD THE FUND BE? 


Virtually all the studies of our development aid programs which have been 
conducted in the last year have recommended that this aid should be extended 
through a development loan fund. 

These studies have generally agreed that this fund must have two basic 
characteristics : 

First. It must have one primary task—and only one primary task: to pro- 
mote economic growth. 

Second. It must have some assurance that continuing future resources will 
be available to carry out this task. 

The development loan fund which the executive branch has asked the Con- 
gress to establish would have both these charactertistics. 

I. The fund's purpose 

The primary purpose of the proposed development loan fund would be to 
help finance—independently, or in partnership with other public lending insti- 
tutions or private enterprise—soundly conceived economic development in free 
countries of the less developed areas. 

In the past, this purpose—the promotion of economic development—has not 
been clearly separated from other objectives of the mutual security program. 
This is because that program has been presented to the Congress and to the 
American public as a single entity and because its different categories of aid 
have not corresponded precisely to the program’s different purposes. 

Establishment of the fund would disentangle the goal of economic develop- 
ment from other policy aims, which are also important but which should be 
separately pursued. The fund would provide all loan financing under the 
mutual security program which is aimed at promoting economic development 
both that which has hitherto been furnished as part of “defense support” and 
that which has been provided as “development assistance.” 

This should help to fulfill one of the chief conclusions of the Senate Special 
Committee on Foreign Aid, as stated in its final report: “The objectives of the 
various foreign aid programs should be separated, refined, and restated, as neces- 
sary. by the executive branch and the Congress. * * The purposes of each type 
of aid should be clearly demarcated and expenditures of funds earmarked for each 
type should be directed to its specific purposes. Unless this is done, it will not 
he possible for the people of the United States or the Congress to understand 
either the distinct objectives or the magnitude of the various programs.” 

The clear definition of the fund’s purpose should also permit economic develop- 
ment to he advanced through more effective methods. At present, aid for devel- 
opment purposes is furnished according to the same procedures which govern 
the provision of other types of mutual security assistance: Annual appropriations 
based on illustrative country programs. As indicated later, this procedure is 
not suited to the task of promoting economic development. Different procedures 
can only be devised and effectively applied, however, by an instrument specifically 
created for this purpose. The development loan fund is such an instrument. 
IT. How the fund's money would be provided. 

Economic development is a continuing process, not an annual event. The 
fund’s proposed capital structure is geared to this fact. It is designed to pro 
vide thet assurance of future resources which is the essential characteristic of 
any financial institution, and particularly of one devoted to assisting a long-term 
process such as economic development. 

Until now, aid for development purposes has been provided through annual 
appropriations. Virtually every study of our development program which has 
been conducted in the last vear has concluded that this is a wasteful and ineffec- 
tive method. So long as this method is followed, the United States, the receiv- 
ing countries, and other financing sources have no reasonable assurance, from 
vear to year, as to the amounts of development financing which will be made 
available. 

As a result, the United States cannot plan ahead to use the resources which 
it provides for development purposes with maximum effectiveness. A premium 
is therefore placed on short-term uses of these resources, which are often waste- 
ful in attacking a long-term problem like economic development. 

Even more important, the annual appropriations process does not permit us 
to stimulate either the receiving countries to greater self-help or other financing 
sources to greater activity, in the degree that we should. This is for two 


reasons : 
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(a) The receiving countries are not encouraged to prepare, or to embark 
upon, needed long-term programs in association with the United States for we 
cannot hold out substantial assurance of United States long-term policy to assist 
them. These countries will still seek our aid without this assurance, of course, 
but they will tend to use it for short-term projects which may not be those 
most needed. 

(b) It is difficult for the United States to work closely with private investors 
or other public lending institutions—which do not depend on annual appropria- 
tions—in ways which might increase their activity. Here again, effective results 
depend on our being able to provide a convincing prospect that we will finish 
the job. 

Thus, the fund needs assurance of future resources for two reasons: 

First, to plan for the effective long-term use of its resources, as any business- 
like enterprise should. 

Second, to work with receiving countries and other financing sources in ways 
which will spur them to greater activity. Potential borrowers and investment 
partners alike must have complete confidence that such an institution will not 
be here today and gone tomorrow—or that the scale of its activity will not alter 
drastically from year to year. 

Failing this assurance, they will be reluctant to commit themselves to ex- 
panded activity on the basis of an expectation of future fund financing. If 
they are not willing to do this, and our development financing thus fails to 
have a catalytic effect in mobilizing other resources, it will not represent the 
intended improvement over present procedures. 

The fund needs assurance of future resources, in short, to achieve its basic 
objective—that of placing our decelopment financing on a sound, businesslike 
basis. 

In considering how to secure this needed assurance of future resources, the 
executive branch has reviewed recommendotions of various public and private 
groups which studied the development problem. 

The two reports which were prepared for the President both recommended 
multivear appropriations. The President’s citizen advisers on the mutual 
security program, headed by Mr. Benjamin Fairless, recommended that mutual 
security funds be appropriated in amounts sufficient for 2 future years’ opera- 
tions. The International Development Advisory Board, composed of leaders 
from business, agriculture, labor, and education, headed by Mr. Eric Johnston, 
recommended an initial appropriation for the fund sufficient to cover a minimum 
of 3 years’ operations. 

The possibility of future borrowing authority was put forward in the two 
reports which were prepared by outstanding private organizations: (i) a sub- 
committee of prominent businessmen from the Committee for Economic Develop- 
ment, which studied the problem, under the chairmanship of Mr. Howard Peter- 
sen, president of the Fidelity-Philadelphia Trust Co.; (ii) the foreign affairs 
committee of the National Planning Association, headed by Mr. Frank Altschul, 
chairman of the board of the General American Investors Co. 

After careful study of these and other possibilities, the executive branch 
came to the conclusion that borrowing authority for fiscal year 1959 and fiscal 
year 1960 would best meet what seemed to be the two essential requirements : 
that for continuing congressional control of the fund’s resources, and that for 
adequate assurance of continuity. 

In this connection, full consideration was also given to the possibility of an 
initial $500 million appropriation on a no-year basis. It was concluded that this 
would not convey any greater assurance of future resources than now exists, 
since $500 million could not conceivably cover the requirements of both fiscal 
year 1958 and fiscal year 1959. An initial appropriation in this amount would, 
therefore, represent only a perpetuation of the present system of annual appro- 
priations, with all the deficiencies indicated above. 

Nor would these deficiencies be substantially mitigated by an authorization 
for future appropriations. For it is inherent in the legislative process that 
there would be no reasonable assurance, as a result of this procedure, that 
adequate amounts would be added to the fund’s capital in future years.  Fail- 
ing this assurance, the fund would not represent the necessary improvement 
over present methods of development financing. 

“The heart of the problem,” as the report submitted to the House Committee on 
Foreign affairs by its chairman last year observed, “is the annual authorization- 
appropriation cycle.” To set up a fund without moving away from this cycle 
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would be a contradiction in terms. For so long as it remained dependent on 
annual appropriations, the fund would lack the assurance of future resources 
which is its essential characteristic. Failing this characteristic, the fund would 
not be a fund at all; it would simply be a new name for what we are already 
doing. 

The executive branch, therefore, proposes that the development loan fund be 
financed through: (i) an appropriation of $500 million for fiscal year 1958; (ii) 
authority to borrow from the Treasury up to $750 million, as needed, in each 
of the fiscal years 1959 and 1960. 

Under this proposal, the only money available to the fund in fiscal year 1958 
would be the initial $500 million. The amounts authorized for fiscal year 1959 
or 1960 could not be borrowed, obligated, or expended until each of these years, 
respectively. As a result, presently planned annual ceilings on obligational 
authority and expenditures would not be affected. 

Thus, the fund would not be capitalized in one lump sum, as would be the case 
if it were capitalized through a multiyear appropriation. Its funds would 
rather be built up in an orderly fashion, as recommended in the report of the 
Senate Special Committee to Study Foreign Aid. 

Provision of the fund’s future resources through borrowing from the Treasury 
would be consistent with its character as a lending institution. It would also 
be consistent with precedent : most public lending agencies have been capitalized 
this way—e. g., the Commodity Credit Corporation, the*Reconstruction Finance 
Corporation, various farm credit agencies, the World Bank, the International 
Finance Corporation, and the Export-Import Bank. 

The use of borrowing authority would affect the level of the public debt in 
the same way as would the use of appropriated funds. That effect would be 
determined by the level of expenditures, which would be the same in both cases. 

This capital would be available until obligated, to ensure against the pres- 
sures for its hasty or wasteful use, which often are the result of a rigid obliga- 
tional deadline. Elimination of that deadline would give time, particularly 
needed in the early vears of the fund, to lay plans carefully, to emphasize sound- 
ness, to negotiate for conditions essential to success, and to move with delibera- 
tion in establishing high standards of quality in making loans. Activities could 
be planned, projects engineered, and negotiations conducted without having 
to keep one eye on the calendar. The present April 30 and June 30 rigid dead- 
lines for obligations are harmful to effective assistance in support of the con- 
tinuous process of economic growth. 


PART TWO: HOW WOULD THE FUND FUNCTION ? 


IIT, The screening process 


Not being dependent on annual appropriations which involve illustrative ad- 
vance justifications, the fund would be able to avoid annual overall allocations 
to individual countries. In the absence of such allocations and of tight obliga- 
tional deadlines, the fund would be able to provide financing only for specific 
projects and programs, as these were examined and found sound. This is the 
procedure which has been followed by the Export-Import Bank and the World 
Sank. 

By providing financing only for projects or programs which qualified in the 
light of certain clearly defined criteria, the fund could realize four advantages. 

First. It would be able to determine the level of development financing on the 
basis of current opportunities for effective use. It would not have to guess at 
these opportunities publicly long beforehand. 

Second. It would be able to point to an objective basis as the determinant 
within limits—of the development aid level, i. e., the soundness of plans and 
the effectiveness of implementation. This would help to mitigate some of the 
effects of invidious comparisons which are now made between development aid 
levels for different countries. 

Third. It would place primary responsibility where it belongs—on the bor- 
rower—and would insure that our financing corresponded to the vigor with 
which that responsibility was discharged. 

Fourth. It would offer the less developed countries a convincing incentive to 
create opportunities for effective use of financing. For the project or program 
approach requires that the borrower come forth with a proposal which makes 
good engineering sense, good sense from a market viewpoint, and good sense 
in terms of the priorities of the country’s overall development. 
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To insure that projects or programs to be financed met the tests, they would 
be screened against the criteria specified in the proposed bill: 

1. Could the financing be obtained in whole or in part from other free world 
sources on reasonable terms? This would be to insure that the fund’s financing 
complemented, rather than became a substitute for, financing from other sources. 

2. Is the proposed project or program economically and technically sound? 
Does it make good sense to both the economists and engineers who scrutinize it? 

3. Does the project give reasonable promise of contributing to the develop- 
ment of economic resources or to an increase of productive capacities? In 
short, would its execution contribute to economic growth, as a sound invest- 
ment should? 

4. Would there be a reasonable prospect of repayment? 

The fund would work with less developed countries in helping to conceive 
and plan sound projects which met these standards. It would try, in this con- 
nection, particularly to encourage the kinds of projects and activities that would 
stimulate private enterprise. It might, for example, promote the establishment 
of productivity centers, of iocal or regional development banks, and of joint 
enterprises by United States and local businessmen. 

Those administering the fund would also take into account the broad foreign 
policy interests of the United States—that is to say, the degree of our national 
interest in supporting a vigorous development effort in the particular country 
concerned. The fund would only operate in less developed areas free from con- 
trol by organizations or countries controlling international communism. It 
would be much more directiy an instrument of our foreign policy than is the 
Export-Import Bank or, of course, the World Bank. 

It would not, however, be used as a lever for short-term political advantages. 
The standards set by the managers would reflect their primary concern with 
sound economic growth. 


IV. The fund's loans 

Once it had been decided that a project or program qualified under the criteria 
proposed for the fund, negotiations would begin concerning that project or 
program, and concerning the terms of its financing. 

Financing might be extended to a foreign government, or to several foreign 
governments which wanted jointly to undertake a regional project, or to private 
enterprise, or to a mixed public-private enterprise. 

In extending financing, the fund would try to associate itself with existing 
lending institutions or private investors. Sometimes it might join them in 
financing a given project: On occasion, for example, one of the existing 
public lending institutions might meet the foreign exchange costs of a project 
while the fund financed the purchase of commodities to generate part of the 
necessiry local currency. In other cases, the fund might join existing public 
or private sources in the financing of mutually interdependent projects: For 
example, the fund might finance a hydroelectric powerplant and arrange for 
private investors to finance facilities for the use and distribution of the result- 
ing power. 

The fund's financing would be extended only on a reimbursable basis, as 
compared with the present system of providing a substantial part of our 
development aid on a grant basis. The requirement for repayment should 
cause recipient countries to be more careful in screening their requests for aid. 
It should also tend to increase the incentive for both borrower and lender to 
follow up on the execution of projects or programs, to see that the money was 
spent wisely. 

The obligation to repay the fund’s loans would be unequivocal. The terms 
of these loans would not be any more favorable to the borrowing country than 
was necessary to insure two things: 

First, that the loan could be serviced. 

Second, that the loan did not impair the credit of the borrowing country ina 
dealing with other financing sources. This would mean that the fund’s terms 
would be more generous than those of other sources, and that its claim might 
be subordinated to those of other lenders. 

The terms of most existing mutual security loans meet these two tests. These 
loans are made under agreements which protect the value of the local currency 
against depreciation. They are generally repayable in 40 years, in local cur- 
rency or dollars—at the option of the borrower, with interest of 3 percent if 
repayment is made in dollars and of 4 percent if repayment is made in local 
currency. These loans generally provide for a grace period of several years on 
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principal and interest repayments, with the consent of the borrowing country 
being required for use outside that country of local currency repayments. 

This is not, however, the only type of loan which the fund might make. The 
situation of borrowing countries might permit it to require some repayment 
in dollars. And the fund might promote increased private enterprise through the 
acquisition of convertible obligations, which could later be resold to private 
investors, or through loan guaranties, or types of transactions. 


V. Repayments on fund loans 


A period would elapse before repayments on fund loans began to be made in 
volume since, as indicated, the terms of its loans would probably provide for 
a limited initial grace period. 

When repayments began to be made, they might be in dollars or local curren- 
cies. 

Dollar repayments could be used by the fund either to repay its obligations 
to the Treasury or to make new dollar loans. 

Local currency repayments could be used in three different ways: 

First. To finance local United States uses in the borrowing country. These 
uses include a variety of activities, ranging from United States administrative 
expenses to the construction of United States base facilities. Dollars secured by 
selling the fund’s local currency repayments to other United States agencies for 
such uses could be added to its loanable resources. There are several countries, 
however, where existing supplies of local currencies in the United States Treas- 
ury exceeds United States requirements for local uses for the foreseeable future. 

Second. For relending to the borrowing countries. Such relending would 
ease the fiscal position of some governments in less-developed countries which 
are restricted by law in their ability to expand the supply of money. It would 
thus help them to make the most effective use of the dollar loans which they 
secured originally from the fund. It would not, however, materially reduce their 
need for such dollar loans, for the less developed countries need goods and 
services additional to those which they have or can produce in order to carry 
forward their development. To secure these additional resources, they need 
currency which they can spend outside their own borders. To lend these coun- 
tries their own currency, without bringing in commodities to generate this 
currency, would not help to meet this need, because it would not provide them 
with new resources. 

Third: As economic development is achieved, it should eventually be pos- 
sible to use local currency repayments to buy resources which could be re- 
moved from the borrowing country. This could, of course, only be done when 
the borrowing country had become strong enough so that it would not be harmed 
and so that its other obligations would not be prejudiced by such removal. We 
would expect there to be more and more cases in which local currency re- 
payments could be used in this way as the fund’s activity increased. For that 
activity should—if the fund is successful—eventually be reflected in increased 
production, and this increased production should permit more and more ex- 
ternal repayments to be made in useful resources. 

VI. Repayment on other United States loans 

A question has been raised as to whether repayments on other United States 
loans which have already been made should be assigned to the fund, in order 
to hasten its ability to revolve. The possibilities of doing this are more limited 
than might at first appear to be the case. There are three types of loan repay- 
ments in question: 

1. Repayments in local currency. These are being made on mutual security 
loans made after 1954, on Public Law 480 loans, and on surplus property loans. 
As indicated above, assignment of these local currencies to the fund would not 
reduce its current need for dollars since they would not convey new resources 
to the borrowing countries. 

2. Repayments on Export-Import Bank loans, which are being made in dol- 
lars. These repayments are needed by the Export-Import Bank to make new 
loans. 

3. Dollar repayments on other loans, principally the 1946 United Kingdom 
loan, ECA loans made before 1954, and certain United States grants converted 
into credits (including lend-lease). These repayments come to almost $300 mil- 
lion annually. Their diversion to the fund would raise a basic issue of budget- 
ary control and fiscal procedure, since it would leave various obligations to the 
Treasury outstanding and unsecured. 
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PART THREE: WHAT WOULD BE THE SCALE OF THE FUND’S OPERATIONS ? 


Vil. Executive branch studies 

In considering the scale on which the fund would need to operate to achieve 
its objectives, the executive branch has reviewed both political and economic 
conditions in the less developed areas. 

1. Political conditions: For generations the peoples of the less-developed 
areas have fatalistically accepted stagnation, but now their mood is different. 
The pressures for more rapid development in these areas have been mounting 
since World War II. There are two reasons for this: First, the peoples of 
these areas have been exposed increasingly to evidence of Western progress. 
Second, the creation of new countries and the achievement of their political 
independence has stimulated aspirations for economic progress. 

These pressures cannot be ignored. There must be some greater hope of 
progress than at present, particularly in the newly independent countries around 
the rim of the Communist bloc, if political changes adverse to our interests are 
to be averted. 

Existing governments in many of these countries have launched ambitious de- 
velopment programs, and have called on their peoples to work and sacrifice for 
these programs’ fulfillment. 

If the programs falter, increasing discontent will call these governments 
quickly to account. They might be supplanted by extremist groups which would 
favor communism—or something like it—as the solution to their countries’ prob- 
lems. These groups’ advent to power would spell turmoil abroad and despotism 
at home. 

Alternatively, existing governments might conclude that they could only sur- 
vive by tackling their development problem increasingly through Communist 
methods and in close association with the Communist bloc. In the last 2 years, 
the countries of that bloc have signed agreements to extend about $1 billion in 
economic credits to less-developed countries. Development programs which 
were based largely on Communist models and Communist aid would also pose 
a danger not only of a country being enslaved today but of its finding a decade 
hence that it had slipped unwittingly into the role of a satellite. 

If the less-developed areas fell under Communist sway in either of these 
ways, our peace and our security would be threatened. The Communist bloc 
would be greatly strengthened at the expense of the free world. And it might 
be encouraged to press its advantage through new aggressive adventures. 

2. Economie conditions: The obstacles to more rapid growth in less-developed 
areas are substantial. With incomes at barest subsistence levels, very little can 
be saved and invested. Without outside help, the prospects of growth are slim. 
Only with that help can growth gather sufficient momentum eventually to become 
self-sustaining. The economic development of our own country from the begin- 
ning of its history as a colony of England to more recent times was substantially 
assisted by the investment of foreign resources in our growth. 

The help is, therefore, needed. But can it be used effectively? We believe 
that it can. 

Our experience with development programs to date and our knowledge of 
pending project proposals both suggest that significantly increased United States 
development financing could be effectively employed. 

After reviewing known development plans, the executice branch has estimated 
tentatively that worthwhile applications for fund financing might amount to 
about $1 billion for the fiscal year 1958, and for each of the following 2 fiscal 
years between $1.1 and $1.3 billion. These possible project proposals cover a 
wide variety of fields, including: 

(a) Basie transportation: By connecting isolated markets and opening up 
inaccessible areas, the building of road, railroad, and port facilities couid lead to 
a substantial growth in economie activity, and more particularly in private 
investment. 

(b) Power facilities: Throughout the less-developed areas there are large 
unutilized hydroelectric power potentialities. Their development would lead to 
greatly multiplied opportunities in a number of other fields, some of which could 
be exploited by local or foreign business interests. 

(c) Agriculture: The bulk of the people of the less-developed countries earn 
their livelihood from farming. The needs of the agricultural sector of the econ- 
omy are correspondingly great. These needs are of two kinds: Those of individ- 
ual farmers for better tools, credit, marketing methods, and other improvements, 
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and those of the agricultural community as a whole for basic new investment, 
that is, for enlarged irrigation facilities. 

(d) Industry: One of the objectives of the United States is to assure that 
private industry is given an opportunity to show capacity to help in the growth of 
less-developed countries. Industrial growth will do this, and will also offer new 
opportunities for restless literate groups in these countries. The fund will have 
an opportunity to assist in the development of industrial facilities through 
private or mixed public-private development banks, or in some instances through 
direct loans to private entities. 

(e) Education, health, and sanitation: Many countries will present sound 
projects for expanding educational and health facilities. It is not the policy of 
established public lending institutions to finance such projects. Yet educational 
and health improvements are often necessary to economic growth. A training 
school can contribute as much to increased production as a new factory, and the 
eradication of an energy-sapping disease may sometimes do more to expand 
agricultural output than irrigation. 

(f) Natural resources: One of the first needs of the less developed countries 
is to become aware of the approximate extent and form of their mineral wealth 
and of the ways in which it could best be exploited. Such surveys are often 
beyond their financial means, and might be financed by loans. These surveys, 
in turn, could lead to other worthwhile proposals for loans, as a catalyst to 
private enterprise or jointly with private enterprise, to tap these resources 
and to convert them into usable wealth. 


VIIT. Outside studies. 

A number of estimates have been offered in recent public reports of the 
resources which the less developed countries could use effectively. 

(a) The International Development Advisory Board, headed by Mr. Erie 
Johnston, said in its report to the President: “We believe that the size of the 
present development program—both capital and technical assistance—should be 
substantially increased.” 

(b) The President’s Citizen Advisers on Mutual Security, headed by Mr. 
Benjamin Fairless, concluded: “Funds available for economic assistance should 
be continued. * * * Effort should be made to concentrate economic assistance 
more upon long-range economic development, and assurances should be given of 
our intention to continue it over a period of years.” 

(c) The Committee for Economic Development’s Subcommittee on Economic 
Development Assistance suggested that an outlay of $1 billion a year for the 
next 5 years in addition to current United States economic assistance programs 
would be a “desirable and necessary investment.” The CED concluded that 
this additional expenditure would bring our total economic assistance to less 
developed countries to over $2.5 billion a year, and “‘would deserve priority over 
many items now contained in or proposed for the budget.” 

(d) The National Planning Association stated that “if economic aid is to 
be an effective means of American foreign policy, it must be conducted on a 
sufficiently large scale to produce the desired results.” It concluded that the 
optimum level of aid which would be extended to underdeveloped countries “now 
substantially exceeds the currently available amount of United States aid funds.” 
To insure this maximum effectiveness it recommended that “the size of our 
economic aid programs should be increased.” 

(e) The American Enterprise Association warned against “crash” programs; 
it recommended that increased emphasis should be placed on efforts to increase 
the flow of private investment to less developed areas. 

(f) The MIT study for the Senate special committee, January 1957, estimated 
that the underdeveloped countries require and could absorb between $0.5 and 
$3.5 billion annually of additional funds from all sources. 

(7g) The University of Chicago Study for the Senate special committee esti- 
mated that economic aid to Asia, the Near East, and Africa and from all public 
sources should be a minimum of $2 billion per year at the outset and might 
eventually rise to a minimum of $5 billion per year before beginning to decline. 

Thus, the large majority of the studies of development assistance which have 
been conducted for the Congress, for the executive branch, and by competent 
private groups support the conclusion that substantially more development 
financing is needed and could be used effectively in the less developed areas than 
is now being provided. 
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IX. Requested amounts 

To help meet the need projected in the studies described under VII and VIII, 
above, the executive branch is requesting for the development loan fund $500 
million for fiscal year 1958, and up to $750 million for each of the fiscal years 
1959 and 1960. 

This is believed to be a conservative appraisal of what is required and can be 
used effectively. 

It represents only a moderate increase over the present level of United States 
development assistance: In fiscal year 1957, over $400 million of mutual security 
funds were used for purposes comparable to those contemplated under the 
fund. This included not only funds under the development assistance appro- 
priation, but also that part of defense support, under the old definition, which 
was directed to this purpose. 

The increase over this present level is requested at a gradual rate, to ensure 
that—as development programs go forward and as increased experience is gained 
with the fund—the added resources can be wisely allocated and effectively used. 

What will happen if the fund is provided with substantially less resources? 

In the first place, we might well be wasting our money. The Secretary of 
State has compared starting economic development with getting an airplane off 
the ground: You have to achieve a certain minimum speed to take off. 

So it is with economic development. We want the less developed countries’ 
growth to go forward rapidly enough to that they can eventually finance an in- 
creasing part of their development programs out of their own production and 
from normal financing sources. This is what is now happening in much of Latin 
America. 

If we can achieve this elsewhere as well, the requirement for the fund’s re- 
sources will gradually be diminished. This is the answer to the question: How 
long will the fund’s financing be required? 

If we do not achieve this, the requirement for its financing will continue un- 
abated. Such unending assistance would be wasteful assistance. Not only that, 
but it would probably be ineffective assistance. For it would fail to promote 
sufficient rapid growth to meet the real threat to our national safety which 
exists in the less developed areas. 

There is, in short, no point in carrying forward our development financing 
program in amounts that are plainly inadequate to the task. We should either 
do the job on a sufficient scale to achieve our objective or not do it at all. 


PART FOUR: HOW WOULD THE FUND BE CONTROLLED AND ADMINISTERED ? 


X. Congressional control of the fund’s resources 

There are two issues here: 

(i) How would the Congress pass on the fund’s initial resources? 

(ii) How would the Congress control fund’s future access to these resources? 

These questions will be discussed under 1 and 2 below. 

1. Initial congressional action: The initial capitalization of the fund would 
be passed upon by the Congress twice: once in the authorizing legislation, and a 
second time in the appropriating bill. (The fiscal year 1958 portion requires an 
appropriation act, and the borrowing authority for the second and third years 
would be available only if not disapproved in that appropriation act.) 

The Export-Import Bank, by contrast, was financed entirely through the sale 
of notes and stock to the Treasury, based upon a single action by the authorizing 
committees. The provision for consideration of the fund’s capital by the appro- 
priating committees thus provides for greater initial congressional control over 
the fnnd’s resources than was exercised over those of the Export-Import Bank. 

2. Continuing congressional control: The proposed legislation would also 
insure that the Congress retained control over the fund’s access to its future 
resources, This would only permit $500 million to he obligated in fiscal year 
1958. The $750 million scheduled for fiscal year 1959 and fiscal year 1960 
could not be obligated until those years, and would only become available for 
obligation if the Congress did not decide otherwise in the meantime. 

The Congress would have an occasion to decide otherwise, when it reviewed 
the business-type budget program which the fund would submit to the appro- 
priation committees and the Congress each year. That budget would indicate 
the scale of the fund’s program in the fiscal year following that in which it was 
submitted. In acting on that budget, the Congress could curtail or limit the 
fund's activity in any way it wishes. 
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If the Congress did thus decide to end the fund’s activities before fiscal year 
1959 or 1960, it could do so with the assurance that the money authorized in 
those years would still be in the Treasury, since the fund would not be allowed 
access to that money until these years came around. 

No such limitation or annual drawing power was initially placed on the Ex- 
port-Import Bank. The existence of this limitation in the case of the develop- 
ment fund would insure that the Congress retained the power to make any 
changes in the scope of its activities shown to be needed by unfolding experience. 
XI. Congressional control of the fund's activity 

The proposed change from the present form of annual appropriations and 
allocations to a development loan fund would not result in a removal of con- 
gressional control, but, rather, in a change to those forms of control now applied 
to other governmental lending agencies, e. g., the Export-Import Bank. 

This control would be exercised in two ways: (i) By establishing the criteria 
for the fund’s use in the terms of the initial legislation, and (ii) by continuing 
examination of the operations of the fund through periodic auditing, reporting, 
and review. 

1. The Congress would determine the standards under which the fund’s 
resources were to be used in the initial legislation. 

The standards in the proposed bill are more stringent than those under which 
development assistance is now provided. They restrict the purpose clearly to 
economic development; they specify the criteria according to which that purpose 
is to be sought; and they require that all financing be on a loan basis. Existing 
mutual security legislation does none of these things. 

These objectives are also more specific than those governing the Export- 
Import Bank. 

The criteria stated in the bill are believed to provide a clear guide to the 
adniinistration of the fund. In laying down these criteria, the Congress will 
be establishing the basic pattern of the fund's activities. 

2. The Congress would exercise continuing review of the fund’s operations. 

(a) The legislation would provide for accounts to be kept by the agency, 
and for their regular auditing by the General Accounting Office, in accordance 
with the principles and procedures applicable to commercial corporate trans- 
actions, as provided by the Government Corporation Control Act. 

(b) The fact that the fund would submit to the Congress each year a 
business-type budget in accordance with the provisions of the Government Con- 
trol Act would provide the Congress with a means of continuous review of the 
operations of the fund. 

(c) The fund would also submit semiannual detailed reports on its opera- 
tions to the Congress. 

(d@) Each year during the annual review of the mutual security program 
by the authorizing committees the executive branch would make a presentation 
to them concerning 

(i) the fund’s activities in each country it had aided during the past 
year; and 

(ii) plans or anticipated prospects for future financing activities under 
the fund. 

(ce) On the basis of any or all of the reports described above, the Congress 
could make changes in the seale or character of the fund’s activity, at any time 
that it wishes. 

3. Conclusion: It is believed that, by thus controlling the fund’s access to 
its future resources, by specifying standards for the fund’s loans in the initial 
legislation, and by maintaining continuous scrutiny of its operations, the Congress 
would exercise effective control over the fund. 

The control would be similar in kind to, but greater in degree than, that 
exercised over comparable lending institutions which the Congress has estab- 
lished. 

The control would be different in kind, but no less effective in degree, than 
that now exercised over development assistance. For it must be remembered 
that what is new in this proposal is not the provision of funds for development 
purposes. The President is authorized to do that under existing legislation, 
and he has authority to do it under very broad powers. The Congress, even 
now, reviews specific projects after they are underway instead of approving 
them in advance. What is new in the proposed method is not the granting of 
greater powers to the President but the application of more specific restric- 
tions and of more businesslike and long-term methods 
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AIT. Administrative responsibilities 

(1) The President: The authority to conduct the program would be vested 
in the President. The necessary capital would be appropriated to him or author- 
ized to be drawn from the Treasury on his direction. The administration of 
the fund would be his responsibility. 

(2) The Secretary of State: The President would delegate to the Secretary 
of State the authority to conduct activities under the fund. 

(3) The Director of ICA: Within the Department of State, the Secretary of 
State would place in the Director of ICA the prime responsibility for adminis- 
tering the fund and for insuring its coordination with other mutual security 
programs. 

(4) The manager of the funds: In order clearly to concentrate responsibility 
for the activities of the fund in one individual, it is intended that a top-level 
officer would serve as man: oer of the development loan fund and would report 
directly to the Director of the ICA. 

The manager would have at, his immediate direction a small staff to ad- 
vise and assist him in his responsibilities. This staff would be largely drawn 
from ICA personnel. It would also include a few experts not now available 
from ICA personnel—for example, persons whose specific work would be to 
draw increased participation of private capital into the development program. 

The manager and his staff would draw upon the existing ICA organization 
for necessary technical and specialized advice, economic judgment, insight into 
country problems, and administrative support. The staff would coordinate all 
such advice and services for the purpose of analyzing and acting upon requests 
for financing from the fund. 


Chairman Gorpon. Mr. Fulton. 

Mr. Funron. Could you put in the record the reason why this pro- 
gram could not be worked through the funds already available in 
United States Government institutions in forei ‘ign loan funds that are 
not lent out, or in proceeds of United States foreign loans coming due 
within the next 5 or 6 years ¢ 

Secondly, would you put in the record the functions that this loan 
development fund or program will have that are different from the 
various financial institutions already in existence, both private and 
governmental ? 

Mr. Hotiisrer. I could make a few statements on that subject now, 
Mr. Fulton, if you would like to have me. 

Mr. Fuiron. Differentiating the World Bank, the Export-Import 
Bank, the International Monetary Fund, the IFC and the various 
corporations already in existence. 

I think first you should justify why we need another institution and 
why these functions cannot be put under existing institutions. 

(The following statement has been submitted for inclusion in the 
record :) 


RELATION OF THE DEVELOPMENT LOAN FuNbD To OTHER LENDING INSTITUTES 


I. TIE FUND'S PURPOSE AND CHARACTER 
1. This memorandum is addressed to the question of why the development loan 
fund should be established as a new entity rather than assigned to an existing 
lending institution such as the Export-Import Bank or the World Bank. 

2. In order to answer this question, it is necessary to consider what is, and 
what is not, new about the development loan fund. 

3. What is not new is the provision of mutual security financing for economic 
development. This is already being done under section 201 of the Mutual Se- 
curity Act, which authorizes the President to extend assistance for economic 
development and other purposes. It is also being done through defense-support 
programs, as this category of aid has hitherto been defined. In this respect the 
fund would not be a new activity, but the improvement and refinement of lend 
ing operations which have been carried on for a good number of years. 
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4. What is new about the development loan fund is that it would provide 
financing for development purposes on a businesslike basis, through procedures 
which are specifically suited to the task. 

(a) All of the financing of the development loan fund would be on a loan basis, 
whereas part of the financing for development purposes now is on a grant basis. 

(b) The development loan fund would provide financing for development pur- 
poses, whereas both defense support and section 201 funds are now used for 
other purposes as well. 

(c) The development loan fund’s financing would be provided only under cer- 
tain clearly specified criteria, which are described in the bill, whereas no such 
criteria are set forth in the present section 201. 

(d@) The development loan fund would provide financing only for specific 
projects or programs, as these were examined and found sound. Present assist- 
ance for economic development purposes (whether from sec. 201 or from defense- 
support funds) is justified to the Congress on the basis of annual illustrative 
overall allocations to individual countries, which frequently cause these coun- 
tries to believe that they have a vested interest in the prospective allocation. 

(e) Most important of all, the development loan fund would provide finance- 
ing with the continuity which is the essential characteristic of any financial 
institution, and particularly of one designed to assist a long-term process like 
economic development. At present, development assistance is financed through 
annual appropriations. The resulting uncertainty as to how much money will 
be available from year to year prevents both the United States and the re- 
ceiving countries from planning ahead for the most efficient, long-term use 
of this assistance. It also prevent the United States from working with exist- 
ing lending institutions or private investors in ways which might increase their 
activity. 

(f) Closely related to the above, the fund’s resources would be available for 
use without pressure for hasty or wasteful obligations. Present assistance for 
development purposes must be obligated, in part, by April 30 and, in whole, by 
June 30 of the fiscal year for which the funds are appropriated. 


II. RELATION TO THE EXPORT-IMPORT BANK 


5. Thus, while the fund’s methods would be improved, its objective would be 
the same as that of assistance intended for development purposes under present 
mutual security programs; to serve the foreign policy of the United States by 
assisting growth in less-developed areas. This is not the basie objective of the 
Export-Import Bank. That bank’s purpose, as defined in its charter, is to in- 
crease trade between the United States and foreign countries. 

6. From this difference in purpose there necessarily follows a difference in 
operational approach: 

(a) The development loan fund must be prepared to assume larger risks 
of repayment than existing lending institutions, where this is required to ad- 
vance the foreign-policy interests of the United States. The Export-Import 
Bank could not assume such risks, either directly or through an associated or 
subsidiary organization, without corrupting its present character. 

(b) It is also important that the activities of the development loan fund 
be integrated with other activities under the mutual security program. Taken 
together, those activities are intended to represent a balanced and integrated 
approach to problems of other countries which concern the security of the 
United States. It is, therefore, essential that the fund should be controlled 
by the authority that controls other mutual security programs and not by 
an organization, such as the Export-Import Bank, whose primary function is to 
fulfill very different purposes. 

(c) The fund would have to work more closely with the borrowing countries 
in helping them to prepare projects or programs which they wanted to carry out 
than is the custom of the Export-Import Bank. 

7. The differences in both purposes and operational approach are so great 
that it is not clear what advantage would be gained by joining the two insti- 
tutions. It would still be necessary to establish the fund as a wholly separate 
entity within the Export-Import Bank, since the latter’s limited personnel are 
fully engaged in their present work, which involves different methods and 
different standards. The fund’s only effective connection with the bank would 
be through a common leadership. To place institutions with such different 
purposes and approaches under a single leadership could not help but give rise 
to very serious problems. One or the other of these institutions would almost 
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certainly find itself hampered by requirements or doctrines more relevant to 
the other’s operations. ‘ 
8. The closest working relation must, of course, be maintained between the 


fund and the Export-Import Bank, since both institutions will be making loans 
for development purposes. It is believed that such a relation can be established 
in two ways: 

(a) First, through close direct contacts between staff personnel of the two 
agencies. Such contacts have already permitted a considerable volume of mu- 
tual security loans to be made for development purposes without ill effect inso- 
far as Export-Import Bank or IBRD loans are concerned. As the scope of 
mutual security development lending is increased under the fund, such direct 
contacts will assume even more importance. 

(b) Second, by the presence of a representative of the Export-Import Bank 
on the NAC, which now coordinates United States lending activity, or in some 
more direct relationship to the fund as may be approved by the Congress. 
Export-Import Bank’s representation could help to insure that (i) the fund’s 
basic policies were directed toward purposes which facilitate an increase in 
the bank’s sound activity; (ii) specific major loans by the fund complemented, 
rather than competed with, those of the Export-Import Bank. 

In this way, the fund and the Export-Import Bank would be able to work 
together closely without either institution being diverted from its chief purpose 
by an unnecessary, close, administrative relation with the other. 

III, RELATION TO THE WORLD BANK 

9. The World Bank and its subsidiary, the International Finance Corporation, 
are international agencies. As such, they cannot directly and continuously take 
into account specific United States foreign-policy interests, as we would wish 
the fund to do. It would not, therefore, be possible or appropriate to place 
the fund under the control of the World Bank. 

10. The proposed legislation requires that, before the fund could undertake 
any transaction, consideration be given to whether financing might be avail- 
able from any other source. Implementation of this provision would insure 
necessary coordination with the IBRD as well as the Export-Import Bank or 
any similar institution, Effective application of this provision will assure that 
the fund perform a role distinct and different from that performed by other 
lending institutions. 

Mr. Honutsrer. The simple reason that this fills a new area which is 
not being satisfied is the essentially different purpose for which this 
fund is set up. None of the organizations to which you have referred 
have as a purpose the deve lopme nt of foreign countries in the same 
terms as thes proposed fund. 

The World Bank may, to a certain extent, but it is not controlled 
by the United States. It makes hard loans which are payable in the 
currencies In Which they are lent, generally hard currencies, mostly 
in dollars. 

The Export-Import Bank was organized to develop the export-im- 
port business of the United States. It makes hard loans, loans payable 
in dollars. 

The International Finance Corporation has not yet been in opera- 
tion very long. It made its first loan the other day to Brazil. I am 
not able to comment on that in any great detail, exe ept there again 
it is my understanding it expects to make the loans, hard loans, and 
it expects, you might say, to be a profitable business. 

This development loan fund is for the purpose of developing coun- 
tries. It is true that the obligation to repay a loan will be unequivocal. 
We will not make loans if we-do not expect we will some day be re- 
paid. However, it is very probable many loans, perhaps a majority 
of them, will be made to be repayable in foreign currencies and not 
in dollars. 
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It is essential, in my opinion, that the operation of this organization 
be coordinated completely with all other mutual-security activities. 
It would seem to me the greatest mistake in the world to have this 
operate outside the orbit of other economic work in a particular coun- 
try, because if we are going to develop the economy of a country we 
must not only have defense support (if there is defense support in 
the country involved) whatever special assistance we may put in 
there, whatever technical assistance we may put into that country, 
and even the military assistance we may put in there, all has to be 
watched as one economic whole. 

This operation of the development loan fund will also be a part 
of the whole general picture in a particular country. 

Mr. Futron. Why when the Congress has increased the authoriza- 
tion of capital of the Export-Import Bank from $4.5 billion to $5 bil- 
lion and there is still over a billion dollars not used in that fund can 
that not be used ? 

And secondly, why when Congress has authorized the International 
Finance Corporation, could not the functions of IFC be broadened 
to include this type of loan and keep our business loans more on the 
field of business than they are in the field of soft loans or grants? 

Mr. Howuisrer. In the first place, its funds are rather limited. Its 
funds are only a hundred million dollars. I gather it is rather experi- 
mental. I don’t want to comment on it because, frankly, I don’t know 
what their plans are. 

Mr. Furron. That is really the point of my question. Why isn’t 
that a present facility that could be used or expanded for work of 
this type ? 

Mr. Honuisrer. My first answer is that the International Finance 
Corporation is an international organization. It is not an Amer- 
ican organization. It would not seem to me very easy to use it as 
part of ‘the foreign policy of the United States. I consider the de- 
velopment loan fund an essential instrument in - pursuance of 
foreign policy of the United States and separate from the World 
Bank or any subsidiary 

Mr. Furiron. Let’s not use the word “subsidiary. 

Mr. Hoxiisrer. Any other world organization which operates 
within the general framework of the World Bank, which the Inter 
national Finance Corporation does. 

To what extent the funds which are in the Export-Import Bank 
could be used for this purpose, so that the whole thing could be turned 
over to the Export-Import Bank, I would think that it would be most 
unwise to have one organization which is engaged in making one 
type of loan under its existing authority—have it suddenly confronted 
with making an entirely different type of loan. 

If that is done, I think it would be most essential that there should 
be some very definite tie-in of that activity with all the other activi 
ties of the mutual security program. 

As I say, whoever operates this must realize it should be operated 
as part of the foreign policy of the United States in full cooperation 
with all the rest of our worldwide economic activities. 


Mr. Furron. Instead of authorizing these funds separately under 


the mutual security urogram, why couldn’t we have a provision that 
payments on United’States foreign loans now existing, both principal 
and interest, in the next 5 years, will go into separate fund and be 
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used for this purpose‘ Then we won't have to have any new appro- 
priation of the taxpayers money, and we simply use—for example, 
I believe there is $4.2 billion coming due in interest alone between 
1957 and 1962 on present foreign loans. 

Mr. Houuisrer. You are getting into a very complicated field. We 
have answered this in other committees. I would be very glad to get 
this whole thing together 

Mr. Fuvron. Could you put a statement in the record / 

Mr. Howuisrer. Let me say it isn’t quite as simple as that. You 
have to distinguish between dollar loans and foreign currency loans. 
Most of the dollar loans that will be coming in are represented by 
the notes of the organizations that made the loans, which in turn 
have to be paid to the Treasury. Of course, if the notes are canceled 
and this money was made available, there would be certain sums that 
would be available for this program. 

Mr. Fuvrox, That is the point Tam making. Why not cancel th 
notes, not put the proceeds into the Treasury, put it into a fund and 
have it available for this and not come up with this new money when 
it may not be necessary / 

Mr. Hlouuisrer. That could be done perfectly well. I think you 
would want to get Treasury people here to discuss it with you. It 
raises some interesting problems. 

If we get adequate funds to operate, it wouldn't make much dif 
ference where we got them. However, there is a great unevenness 
in the way this money comes in. More money will come in in 1 year 
than in another. If governments don’t pay their loans back, then 
that immediately makes a hiatus in your receipts. 

Generally, for good accounting purposes, it has been the custom 
of the Government instead of using money that is coming in and 
spending it in some other program, it has felt wise to pay it into the 
Treasury and have another appropriation. 

It en: ables the Congress to keep a better finger on what is going on. 

Mr. Fuuron. If the United States Government adopts a program 
of a revolving loan fund, why not have all United States Govern- 
ment loans operated under the same revolving fund? Why not put 
them all in one basket / 

Mr. Houutsrer. Every Government loan of every kind ¢ 

Mr. Fuuron. Every United States foreign loan that is going to be 
repaid to the Umited States, whether principal or interest. Why 
not have them all in one basket so that one committee can see what 
that foreign loan revolving fund of the United States is and see 
what the maturities are, the payments are and have a control? 

This way it is so fragmented, under several agencies, almost no 
body sees the whole picture. 

Mr. Tocntsrer. I think, Mr. Fulton, that there be some general 
publicity as to all the outstanding loans of the United States, when 
they are coming due, and th: at kind of thing, is a valuable suggestion. 
It might be that some spec inl committee should be set up for it. 

In an operating situation of this kind that we are talking about, 
all we would want to be assured of is that the proper funds come in 
at the proper time. What source they came from wouldn't make 
a great deal of difference. 

We have filed a great deal of this material with the committee 
already. 
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Mr. Fuuron. In the International Cooperation Administration 
you will be acting on a little segment of the foreign loan field without 
a correlation or a communication, really, with other agencies that are 
operating in similar fields. 

My question is: Why don’t we have any loans that the United 
States Government has abroad put into a revolving loan program 
where they can be looked at as a whole? 

Mr. Houutsrer. Mr. Fulton, I wouldn’t have any objection to any 
arrangement of that kind if it was well worked out and practical. 

I do think the Treasury people would want to discuss it very fully, 
and perhaps the Budget. All I want to say is, as far as my side of it 
goes, it would be wrong to have as part of the International Coopera- 
tion Administration some great big fund that received all kinds of 
payments from every kind of loan previously made, some that could 
be used and some that couldn’t, and have a high peak of rece ipts 1 
year and low the next. 

All we want for our operations is to have a given amount of funds 
coming in in order to do what we think is wise in the mutual-security 
program. 

Mr. Futron. The point of mv question is that there be an overall 
agency of the United States Government making these loans and 
receiving the payments, so that there is an adequate fiscal control of 
this United States revolving fund abroad. Someplace, it must be 
tied together. 

Mr. Houutstrer. That might be, but it wouldn’t be in the mutual- 
securitv program. 

Mr. Furor. You would just be part of it. You would get an 
authorization from this other policy agency instead of us setting up 
lit‘le compartments with yon under ICA, another little compartment 
under the Export-Import Bank, another little compartment under 
the faisenariendd Finance Corporation, another little compartment 
undsr the Monetary Fund, another compartment under the United 
Nations economic agencies, and another little compartment under the 
International Bank. We have all these compartments that the United 
States Government is operating under for loan purposes abroad. 

We come toa certain point where some of us, I am sure, at this table 
will question adding another separate laver of United States foreign- 
loan procedures onto this already complicated structure. 

Mr. Horutster. Any method that yon could work ont under which 
the finds that we reauest here would be made available at the time 
requested would be entirely satisfactory to us. It is something that 
naturally we are not experts on, whether or not all these things should 
be funded in one overall control and dished out again to different 
organizations that would be needing them. TI think that is a thing 
the Treasury and Budget would want to comment on. 

Mr. Futron. If you recommend that the funds that you are given 
under the mutual-security program coming up this year and the 2 
succeeding years are then put back in a fund and reprogramed again, 
it obviously brings up the question: Why isn’t the same recommenda 
tion good for every United States foreign loan existing that there 
is even now? 

Mr. Hotuister. Except this is all for one purpose. It will con- 
tinue to be used for that purpose. Some of these moneys that are 
coming in that you are talking about were lent for different purposes. 
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[ am not criticizing it. Your suggestion may be sound. I am not 
prepared to say it should be done or pass on the wisdom of it because, 
after all, what I am concerned with is seeing that my organization 
has adequate resources to operate efficiently. 

Mr. Fuuron. That is all; thank you. 

Chairman Gorpon. Mr. Farbstein. 

Mr. Faresrein. Mr. Hollister, I assume that this loan deve ‘lopme nt 
fund, in part, will take the place of the mutual security grants-in-aid 
or assistance: is that correct 4 

Mr. Houitsrer. In some cases it will go into certain countries where 
heretofore there have been grants. However, in a great many cases it 
will supplant the loans that have been made under the development 
assistance fund in the past year and other funds in previous years. In 
a number of countries where loans have been made in the past 2 or 3 
vears, from one account or another, instead of doing it in the way it 
has been done, it will be done under this development loan fund. 

Mr. Faresrern. Have you in mind definitive amounts in the way 
of loans programed the same way you have programed the grants in 
these various books on the mutual security program / 

Mr. Honuisrer. No, sir. We have tried to get away from specific 
programing under this loan. We would be prepared to supply the 
committee With a list of projec ts which hi ave been under such discus- 
sion. You see, before it was decided to ask the Congress for authority 
for this new development loan fund, when we were in the planning 
stage for fiscal 1958, which we had to move into actively last fall, we 
had tentative programs set up for various countries. At that time 
we were planning to present our program in the same way that it had 
been done in the past, where we give illustrative programs of what 
we expected to do in any given country. We still have those figures 
available. 

Mr. Farsstern. Would you furnish them to the committee / 

Mr. Houiisrer. We could furnish that to the committee. We still 
have those figures available. 

Mr. Farssrers. When could we get them here / 

Mr. Houiisrer. We are working on that now. We will have them, 
probably, in the next 2 or 3 days. I want it understood that we do 
not necessarily expect to follow that pattern. We are trying to get 
away from that pattern. We think that is wiser, rather than say, 
willy-nilly, a particular amount is what a cou ntry needs. We expect 
to plan these — more carefully, so that when we approve one of 
them we think it will do a better job in a country than would have 
been done ae the old method. 

Mr. Faresrein. | just happened to open the book to the Philippines 
here. I see there was programed in 1957 | security deletion]. Of that 
you have | eCUPITY deletion | for milit ary assistance, | sec ur ity dele- 
tion] for defense support, and $5 million for technic: al cooperation, 
totaling [security deletion |. 

Mr. Hounisrer. Lam afraid Tam not following you. 

Mr. Farpsrern. It is page 87 in the Far East and Pacific. 

fr. Honusrer. You are re ading from the type or the chart / 

Mr. Farnsrein. That chart. 

Mr. Honunisrer. What is it you are asking me? 

Mr. Farrsrern. Specifically, a ain asking: Do you expect to make 
up the difference between the 





‘ deletion] we are programing 
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in fiscal 1958 and the sum programed for the fiscal year 1957 from the 
development loan fund, or are you presently unable to say what the 
sum will be, this figure, that will be loaned to the Philippines? 

Mr. Honxisrer. Yes, because we are not prepared to say at the pres- 
ent time that any particular project will be obligated in the year 1958 
into the Philippines from the development loan fund. 

Previously, we had a problem of setting a country program, and 
we had to obligate that amount for that country in the year. One 
thing we are asking particularly is to get away from that situation 
where we have to obligate within the coming year. It may well be 
that we would plan a good project or a series of projects for the 
Philippines out of the development loan fund where the obligation 
might not come until 1959 or even later. There is a certain amount 
of planning and engineering that would be needed. We do not expect 
to state specifically that projects of a certain amount are going to 
be obligated in a ave articular year. 

Mr. Farpsrern. From that I will lead into this phase of it: In the 
Near East you ‘el programed for 1958 

Mr. Futon. Before we leave that, could you tie that in to another 
figure? Would you tie in your figure on page 60 of the presentation 
on the Philippines with what you are saying? Because that shows 
the program loans from fiscal year 1957 mutual security funds, and 
it shows the Philippines $10 million 

Mr. Houutster. You are alking about another book. 

Mr. Fuuron. Fiscal year 1958 estimates. 

Mr. Houiisrer. That is the worldwide summary. We were read- 
ing the specific Philippines book. 

Mr. Fuuron. I am asking you to please tie in your figure on page 
60 with the other figure showing program loans for fiscal year 1957 
mutual security funds because I don’t understand what the two mean. 

Mr. Houiister. There was a $10 million in fiscal 1957 in the Philip- 
pines. That ties into page 87. 

Mr. Furron. The figure that Mr. Farbstein was speaking of. 

Mr. Houutstrer. That ties into fiscal year 1957 of [security deletion | 
of defense support, 10 of that was on a loan basis. 

Mr. Furtron. The rest was really a grant ? 

Mr. Hontisrer. Yes. This table that you were referring to on page 
87 does not show the split between loans and grants. 

Mr. Farestern. Going from the Philippines to the Near East, you 
have programed for fiscal year 1957 approximately $12 million to 
Lebanon. I don’t know what Lebanon got in 1956. You have pro 
gramed 25 million for Saudi Arabia. Then you have programed 
Tsec urity deletion] for Israel, when last year there was programed 
some 26 million. 

Mr. Houutster. I can generalize. Let’s take Israel first: Of the 
25 programed for Israel this year $10 million was on a loan basis? 
Some of the 25 we put into Israel was on a loan basis this year. 

Mr. Vorys. It is 23 on page 60. 

Mr. Furron. And why the policy has continued since 1951 of reduc- 
ing Israel practically every year of the foreign-aid program. 

Mr. Hoxtaster. $10 million was on a loan basis this year for Israel. 

Mr. Farpestern. Of the 26.2? 

Mr. Ho .uster. 2.2 of that was technical assistance, and the rest 
would be development assistance. Some of that was on a loan and 
some was on a grant basis. 
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We have estimated figures for next year for Israel. (Security 
deletion.) It will be partly technical assistance. The rest will drop 
into the special assistance program. 

Israel is eligible for the development loan fund. Conceivably, if 
things look propitious, if the projects were good and if it was felt that 
Israel needed over a period of years a certain amount of development 
aid, there might be more available for Israel than for last year. I am 
not saying it would be, but it is eligible for this development fund. 

We are trying not to program specifically from the development 
loan fund for specific countries. 

Mr. O’Hara. Will the gentleman yield to me for one question ? 

Mr. Farrstern. I vield. 

Mr. O’Hara. Mr. Hollister, isn’t it apparent to you that to many 
of us it looks like these figures show that Israel is being discriminated 
against ? 

Mr. Howiister. I would be glad to have you specify wherein, Mr. 
Hara. 

[Security deletion. | 

Mr. O'Hara. Isn't _ a reduction from the figure of last year? 

Mr. Horuister. Yes, si 

[Security deletion. ] 

Mr. ae: With respect to Israel, as with respect to every 
other country, we have removed these loans from the figure of a 
definite allocation tone ause that is just what we are trying to get away 
from. We are trying not to allocate specific funds to specific coun- 
tries under the deve ons nt fund, on the theory that that is the best 
way we can help those countries and also follow out the best policies 
of the United States. 

Mr. Vorys. Mr. Chairman— 

Mr. Hotuisrer. I was questioned about Lebanon. 

Chairman Gornon. Mr. Vorys is recognized. 

Mr. Honnisrrr. Wasn’t the question given on Lebanon in connec- 
tion with that? 

If you will turn to page 81, you will see Lebanon for fiscal year 
1957 got $10 million in development assistance and $2.1 million in 
technical cooperation. 

[Security deletion. ] 

Mr. Vorys. Mr. Chairman 

Chairman Gorpon. The Chair has recognized Mr. Vorys. 

Mr. Vorys. I have been seeking recognition. I find that we come to 
this first real discussion of the proposed development loan fund after 
12 o'clock, when the House is in session and we now have a quorum 
call, and the Members are now answering their names. I have to 
leave. It is now 12:25. But I would like to put into the record 
at this time on this matter an exe erpt from the recommendations 


ce eae . ommittee to the Export-Import Bank at its meet- 
ing on June 24-25, 1957: 


After giving consideration to the proposals for an economic development fund 
authorizing an additional $2 billion for United States aid to other countries, 
the Committee respectfully makes the following suggestions: 

(a) Loans on a sound economic basis should be channeled through the 


Export-Import Bank. A new agency to do the same sort of business would be 
a mistake. 
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(6) Aid in the form of soft loans should be handled by another agency. It 
should be recognized that soft loans tend to weaken good ones, including those 
already made. This influence is in direct proportion to the amount of money 
available in this category. 

(c) The Export-Import Bank, because of its major and successful activities 
in the foreign loan field for the past 23 years, should have a determining voice 
in the policy development and loaning activities of any economic development 
fund. 

(d@) The administration and servicing of loans under this new program can 
best be done by the Export-Import Bank. 

(e) It is suggested that this recommendation regarding the proposed eco- 
nomic development fund be forwarded to interested executive offices and the 
appropriate committees of Congress. 


It is signed by Mr. Roy C. Ingersoll, Chairman of the Advisory 
Committee, and the nine members of this Committee, which is created 
by law, have their signatures attached hereto. 

[ will put it in the record. 

Chairman Gorpon. Without objection, it will be inserted in the 
record. 

(The material referred to is as follows:) 


Excerpt FRoM THE RECOMMENDATIONS OF THE ApbvVISORY COMMITTEE TO THI 
ExpPport-IMPoRT BANK AT ITS MEETING ON JUNE 24-25, 1957 


7. After giving consideration to the proposals for an economic development 
fund authorizing an additional $2 billion for United States aid to other coun- 
tries, the Committee respectfully makes the following suggestions : 

(a) Loans on a sound economic basis should be channeled through the Export- 
Import Bank. A new agency to do the same sort of business would be a mistake. 

(b) Aid in the form of soft loans should be handled by another agency. It 
should be recognized that soft loans tend to weaken good ones, including those 
already made. This influence is in direct proportion to the amount of money 
available in this category. 

(c) The Export-Import Bank, because of its major and successful activities 
in the foreign loan field for the past 23 years, should have a determining voice 
in the policy development and loaning activities of any economic development 
fund. 

(d) The administration and servicing of loans under this new program can 
best be done by the Export-Import Bank. 

(ce) It is suggested that this recommendation regarding the proposed eco 
nomic development fund be forwarded to interested executive offices and the 
appropriate committees of Congress. 

Respectfully submitted. 

Roy ©. INGERSOLL, 
Chairman, Advisory Committec 


Roy C. Ingersoll, chairman of the board, Borg-Warner Corp. 

Bryant Essick, president, Essick Manufacturing Co. 

Robert P. Furey, vice president, foreign division, The Hanover Bank 

Allan Blair Kline, former president, American Farm Bureau Federation 

William S. Swingle, president, National Foreign Trade Council, Ine. 

Warren Lee Pierson, chairman of the board, Trans World Airlines, Inc. (former 
president of the International Chamber of Commerce ) 


(The following statement has been submitted by Mir. Hollister for 
inclusion in the record :) 


COMMENTS OF Mr. HOoLuIstTeER ON THE RECOMMENDATIONS OF THE ADVISORY 
COMMITTEE TO THE Export-IMportT BANK AT ITS MEETING ON JUNE 24-25, 1957 


I shall discuss in order the four substantive recommendations which were 
made by the Advisory Committee to the Export-Import Bank at its meeting on 
June 24-25. 1957. coneerning the proposal to establish a developme nt loan fund 

1. Recommendation.—Loans on a sound economic basis should be channeled 
through the Export-Import Bank. A new agency to do the same sort of busi- 
ness would be a mistake. 
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Comment: The validity of this recommendation depends upon what the Ad- 
visory Committee means in using the term “loans on a sound economic basis.” 

If the Committee means loans of a bankable or quasi-bankable character, 
repayable in dollars or other hard convertible currencies, and on terms com- 
parable to those now extended by the Export-Import Bank, then I agree em- 
phatically: It would be a mistake to constitute a new institution to engage in 
this type of activity. Such is not the intention in the case of the development 
loan fund since this fund would make different types of loans. 

On the other hand, if the term is intended to encompass loans repayable in 
the local currencies of debtor nations, on terms more lenient than those allowed 
by the Export-Import Bank, which depend for their economic soundness upon 
the prospective growth of the borrowing nation, then I emphatically disagree, 
for the reasons set forth under 3, below. A “soft loan” may be a “loan on a 
sound economic basis” and it is this very fact which underlies the decision to 
propose a development loan fund. 

2. Recommendation.—Aid in the form of soft loans should be handled by 
another agency. It should be recognized that soft loans tend to weaken good 
ones, including those already made. ‘This influence is in direct proportion to the 
amount of money available in this category. 

Comment: I agree that “aid in the form of soft loans should be handled by 
another agency.” This is the precise reason why the executive branch has pro- 
posed the establishment of a development loan fund. 

I also recognize that “soft” loans can “weaken good ones, including those 
already made,” if their impact on the economy of the borrowing country is not 
properly taken into account. A soft loan should not do so if it does not displace 
other loans and if it helps to increase the productive capacity of the borrowing 
country in an amount which exceeds the annual debt servicing requirements. 

Executive branch witnesses have repeatedly stated, and I now restate, that 
it is our intention so to administer the fund that loans made will not impair 
the credit of borrowing countries. This will include consideration of the fae- 
tors indicated above and of the further factor specifically noted in the recom- 
mendation of the Advisory Comittee concerning the relationship between the 
volume of soft loans and the debt servicing capacity of a country for hard loans. 
In this connection, it should be noted that ICA has been extending an average 
of about $250 million in comparable loans during each of the list few vears. 
These loans have been coordinated with the Export-Import Bank and other 
lending institutions. So far as I know, these lonns have not, in the view of these 
institutions, adversely affected the credit-worthiness of the borrowing countries 
in anv significant fashion. 

8. Recommendation.—The Export-Import Bank, because of its major and sue- 
cessful activities in the foreign-loan field for the past 23 vears, should have a 
determining voice in the policy development and loaning activities of any eco 
nomic development fund. 

Comment: The executive branch does not agree with this recommendation. 
although we recognize the need for a close coordination between the lending 
activities of the Export-Import Bank and those of the development loan fund. 

While both institutions are engaged in lending activities, the character of 
the loans made by each and the purposes of these loans are very different and 
are affected by different considerations. It is the primary purpose of the Ex- 
port-Import Bank to increase the foreign trade of the United States It does so 
by extending credits repayable in dollars on bankers’ terms. which are normally 
tied to the precurement of United States goods 

It is the primary purpose of the development loan fund te facilitate the devel 
opment of the less developed countries for foreign policy reasons. We believe 
that such development is essential to our own security. The fund will do this 
by extending credit where canital cannot be made available by the Export 
Iinport Bank and other comparable public and private institutions 

The activities of the two institutions are thus so different thot one institution 
should not have a determining voice in the policies and activities of the other. 
Those activities’ and policies should be coordinated by a groun of which the 
President of the Export-Import Bank is a member Under present law, this 
is the National Advisory Council on International Monetary and Financial 
Problems (NAC). 

It is also important that the activities of the development loan fund be inte 
grated with other activities under the mutual security program. Taken to 
gether, those activities are intended to represent a balanced and integrated ap- 
proach to problems of other countries which concern the security of the United 
States. 
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It is, therefore, essential that the fund should be controlled by the authority 
that controls other mutual security programs and not by an organization, such 
as the Export-Import Bank, whose primary function is to fulfill very different 
purposes. 

4. Recommendations.—The administration and servicing of loans under this 
new program can best be done by the Export-Import Bank. 

Comment: I agree that in the ordinary case the “administration and servic- 
ing of loans under this new program can best be done by the Export-Import 
Bank,” if the committee means, in using the term “administration and servicing 
of loans,” the functions now performed by the Export-Import Bank on behalf of 
ICA in connection with loans currently being made under the mutual security 
program. This is consistent with the proposal of the executive branch. Cur- 
rent arrangements with the Export-Import Bank in this regard have been very 
satisfactory. 

Mr. Vorys. I will not be able to remain any longer with the minor- 
ity of the committee sitting here because I have to answer my name 
on a rolleall. 

Chairman Gorpon. The committee will stand adjourned until 2:30 
this afternoon. 

Mr. Furron. I have one point I asked Mr. Farbstein to yield on. 
As a matter of fact, parenthetically, the comments that Mr. Vorys 
had made are part of my previous questioning that I had asked the 
Director of the International Cooperation Administration to give an 
antic ips tory defense to just that sort of suggest 1on—— 

Mr. Hoxtisrer. May I see that letter? I agree with everything 
they have said except—— 

Mr. Furron. Could you put that as a statement in the record? 

Mr. Hotuister. Yes. 

Mr. Futon. May we ask this question: It is not on the basis of 
discrimination or lack of discrimination, but I would like to know 
why the program for Israel, ever since the year 1952, has been going 
down, down, down and becoming less. 

Of my reading and knoweldge I find that Israel now is accepting 
350 refugees a day from various parts of Europe, such as Poland 
and escapees from behind the Iron Curtain, as well as in many parts 
of north Africa and the Near East. 

Under those circumstances, it is estimated she will accept 100,000 
new refugees during the current year. Likewise, one of the prob- 
lems, of course, is the training and the education of this type person 
for jobs. 

I have previously asked that the State Department come up with 
some sort of practical trade schooling program for young Arab 
refugees, and I would add as well as the new refugees coming into 
Israel. 

Wouldn’t it be possible, under the present program, to expand it, so 
that we could give Israel direct funds to take care of refugees, just 
as we are giving the Arab refugees $23 million in the current fiscal 
year? 

Why not, when Israel is taking such a big burden that would other- 
wise be ours on escapee or refugee programs, do we not specifically 
supplement Israel’s budget for these purposes ? 

If you would consider that. I would rather not have an answer at 
this time, but if you would consider it favorably, I strongly recom- 
mend it, I would appreciate it. 

Chairman Gorpon. The committee will stand adjourned until 2:30 
this afternoon. At that time we will have Mr. Hollister’s staff here 
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to answer any further questions. Will that be all right, Mr. 
Hollister ? 

Mr. Houuisrer. We will be up here this afternoon. 

(Whereupon, at 12:30 p. m., the committee recessed until 2:30 
p. m.) 


AFTERNOON SESSION 


(The committee reconvened at 2:30 p. m., the Honorable A. S. J. 
Carnahan, presiding. ) 

Mr. Carnanan. The committee will come to order. 

We continue hearings on the Mutual Security Act, and we have with 
us as our first witness this afternoon, Mr. Paul D. Summers, Deputy 
Regional Director, Office of Far Eastern Operations, ICA. 


STATEMENT OF PAUL D. SUMMERS, DEPUTY REGIONAL DIRECTOR, 
OFFICE OF FAR EASTERN OPERATIONS, INTERNATIONAL CO- 
OPERATION ADMINISTRATION 


Mr. Carnanan. Mr. Summers, you may proceed. 

Mr. Summers. Thank you. 

Mr. Chairman and members of the committee, as you members of 
this committee know all too well, the mutual security program is a 
highly complex program involving numerous economic, military, po- 
litical, and management considerations. It is our opinion that the 
ICA program in Korea represents not only our largest, but a most 
sensitive program, which has had to be implemented under the most 
difficult conditions, 

While the GAO has touched on some of these considerations in 
the narrative portion of their report, they have not been fully devel- 
oped in the Comptroller General’s statement. The need for a more 
thorough recognition of the underlying problems and we of 

carrying on the type of program which we are required to carry 
out in Korea is basic to a proper evaluation of the results ac sdened, 

We recognize the advantages of an independent appraisal of any 
operation, and the resultant benefits which can be derived from the 
constructive recommendations arising out of such an examination. 
We were, therefore, pleased to — the opportunity of hearing the 
statement of the Comptroller General, Mr. Joseph Campbell, de- 
livered before this committee yesterday morning. The searching 
questions and clarifying discussion entered into between the members 
of this committee and the Comptroller General and his staff high- 
lighted many problem areas, and we appreciate this opportunity of 
appearing before you to further elabor: - and explain basic condi- 
tions with respect to our operations in Kore: 

We know that the members of this canada will appreciate some 
of the difficulties involved in commenting, in so short a period of time, 
on the Comptroller General’s statement, let alone the questions of your 
committee and the voluminous GAO report. 

Asa matter of fact, some of the committee members justifiably raised 
the question yesterday as to the practicability of trying to digest Mr. 
Campbell’s statement, together with the 160-page report, within the 
limited time available. 

Nevertheless, in recognition of pressing demands upon the com- 
mittee’s time, we have quickly developed within the past 24 hours a 
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summary statement of our position, as requested by the committee. 

The audit report on Korea was the result of an extensive examina- 
tion conducted in Washington and culminating in a GAO audit team’s 
visit to Korea during September 1956. Subsequently, in the process 
of finalizing their report, the General Accounting Office made avail- 
able to ICA copies of the draft, and they were provided exhaustive 
factual comments, observations, and related data totaling over 70 
pages. 

It is our opinion that ICA’s comments have not been given ade- 
quate consideration in the presentation to this committee. While we 
recognize that it is solely within the competence of the Comptroller 
General to determine the content of his statement and audit report, we 
feel that certain significant information furnished to the General Ac- 
counting Office has considerable bearing on the problems in ques 
tion, and that a full disclosure of such information to this committee 
is essential to assure a balanced judgment on the major issues in 
volved. 

MAJOR CONSIDERATIONS 


In accordance with our normal operating procedures, TCA will 
earefully analyze the General Accounting Office’s report and take 
such remedial action as is appropriate and feasible, consistent with 
the accomplishment of the military, political, and economic objectives 
of the United States. 

In the meantime, we believe it important to review certain major 
considerations to permit this committee to make sound judgments 
with respect to ICA’s stewardship of the Korean program and its re 
quest for funds to carry on into fiscal year 1958 this program which is 
of such vital interest to the securitv of the United States. These 
major considerations which we believe to be of primary concern are 
as follows: 

1. Comprehensive treatment program: We disagree with the tech- 
nique employed by the General Accounting Office in attempting to 
segregate and make a critical analysis of financial management of the 
program without due consideration to the military. political, and 
economic considerations. The Comptroller General recognizes, in 
both his statement and testimony, that the objectives of the Korean 
program are predominately political and mililtary in character, and 
yet maintains that it is not within his province to evaluate accom- 
plishments of the program in terms of these objectives. 

It is our position that the Korean program must he considered as an 
integrated package, and that elimination of any one of these factors 
makes it impossible to properly evaluate the agency’s management of 
of this program. 

In order to properly assess the audit comments, cognizance must 
be given to conditions in the Republic of Korea resulting from the 
artificial dismemberment of the country at approximately the 38th 
parallel, which seriously undermined the opportunity for economic 
self-betterment. Two-thirds of the industry, 90 percent of the hydro- 
electric power, and practically all major coal, iron. and other known 
mineral deposits, as well as the forests, were located in the north, while 
75 percent of the agriculture and two-thirds of the population were in 
the south. 
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The departure of the some 30,000 Japanese managers, technicians, 
and government officials who had preempted all positions of power 
and skill during the years of Japanese rule left a dearth of trained 
managerial and technical manpower to cope with the tremendous 
problems with which Korea was faced. 

The complexity of the Korean program is a reflection of a un- 
certainties growing out of the truce of July 27, 1953, which, it must 
be remembered, was bitterly opposed by President Rhee. The ever- 
present danger of resumption of hostilities, again emphasized by 
events of the past week, requires the maintenance of an adequate mili- 
tary establishment. The division of the peninsula and the resultant 
population dislocations, combined with influx of refugees from the 
north, have required the establishment in the free segment of this ter- 
ritory of a new economic and political entity dedicated to resist com- 
munistic aggression. 

What we do, or fail to do here, militarily, politically, and econom- 
ically, will cae a tremendous effect throughout Asia and the free 
world. . 

The nature and intensity of Korean nationalism must be consid- 
ered. From their long experience under foreign domination the 
Korean people of today have inherited a deep- seated distrust of for- 
elgn intrusion and an intense desire for national and sovereign inde- 
pendence. 

Before the Republic was established in 1948, Korea had been under 
military government for 3 years and Japanese colonial domination 
for 40 years. The Republic of Korea is still less than 10 years old 
anc during ! 3 of these years it was disrupted by still another war, 
which not only further ravaged the land but effectively destroyed most 
of the progress on reconstruction gained in the 5-year period between 
1945-50 and resulted in the loss of the trained executives, admin- 
istrators, and officials through capture and presumed liquidation in a 
planned campaign of the Communist aggressors to deprive South 
Korea of such trained and proven leaders as were available. 

In discussing problems of cooperation by the Government of Korea 
one must carefully consider this difficult and chaotic background to 
appreciate the problem encountered in working with this Govern- 
ment. Cooperation on the part of the Republic of Korea, once a major 
a ling block in the accomplishment of United States objectives 

Korea, has improved to the point where there have been very few 
athe of display of noncooperativeness during the past vear. 
While the Comptroller General’s statement contends that the Com- 
bined Economie Board did not operate effectively during the period 
1953 through 1956, this is a highly controversial matter. At the 
present time, however, it is clear that the Combined Economie Board 
has developed into a most efficient agency for coordination between 
the two Governments. It meets on an average of once a week and has 
hecome an effective device for facilitating decisions and obtaining 
the mutually agreed settlements for which it was constituted. 

2. Agency awareness of problem areas: We believe it is significant 
to note that the Comptroller General’s statement, the audit report, 
and vesterday’s discussions substantiate the fact that the agency was 
aware of all major problem areas covered in the audit findings and 
had taken or was in the process of taking appropriate corrective action. 
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We feel that the previous testimony may tend to oversimplify 
difficult problems which were known to the agency and which have 
been under negotiation over a long period of time. Take, for exam- 
ple, the question of the rate of exchange which has a direct relation- 
ship to inflationary pressures in Korea. It is a simple matter to point 
out the need for a more realistic rate of exchange but the negotiation 
of such a rate is a highly complex and sensitive task involving eco- 
nomic, political, and military considerations. This action, of course, 
could not be taken unilaterally by the United States. The United 
States and the Office of the Economic Coordinator have been fully 
aware that overvaluation of the hwan has been one of the major re- 
tarding factors to the Korean recovery program because of the incen- 
tive to speculation and other evils attending this policy. During the 
Korean war and the early postwar period, prices, under the strong- 
est inflationary pressures, have risen on the average of about 100 
percent per year. In August 1955 after protracted negotiations, the 
exchange rate was pegged at 500 hwan to $1, with adjustment of 
the rate after a year if.the Seoul wholesale price index rose to more 
than 125 percent of the September 1955 level. The holding of the 
exchange rate has been somewhat of a fetish to the Koreans and the 
successful efforts made to stay under the ceiling of 125 percent of 
September 1955 involved the activation of strenuous anti-inflation- 
ary efforts. 

Under the influence of the simultaneous necessity of large mili- 
tary and economic expenditures, inflationary pressures continued, ag- 
gravated by a disappointing shortfall of the rice crop in autumn 
1956. Asa result, the fight against inflation has been made the first 
order of business by the two Governments and has led to adoption 
by the Korean Government of a financial plan calling for a tight 
lid on the.money supply. So far, the agreement has been effective- 
ly executed in spite of public outcries against “tight money policy. 
At the same time, the procedure for sale of ICA-financed salable 
commodities through Korean importers, was revised to reintroduce 
competitive bidding and divert importers’ windfall profits to the 
Government for use in the aid program. There is no doubt that the 
Korean Government is showing growing appreciation of the inflation 
problem in Korea and continued improvement in effectiveness of 
planning and action to meet it. 

We have merely cited this example as an indication of (a) the 
complexity of the type of problem encountered in administration 
of this program, and (6) the nature of agency action with respect 
thereto. Comparable comments could be made on a considerable 
number of items treated in the audit report—for example, the Ko- 
rean fertilizer import program, the alleged lack of Korean contribu- 
tions, the statements on Government control of prices, Government 
ownership, need for cooperation by the Korean Government, ete. 
In this connection we appreciate thé at the General Accounting Office 
has recognized the agency’s awareness of these problems and its in- 
terest, concern, and efforts with respect to improving the situations 
involved. 

3. Basic responsibilities: Yesterday morning’s testimony before your 
committee highlighted the existence of several problem areas and al- 
leged deficiencies. ‘With respect to such conditions the Comptroller 
General indicated that his auditors were unable to establish basic re- 
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sponsibility therefor as a fault of the ICA. It seems logical to assume 
that difficulties with respect to the administration of the United States 
aid program in Korea would arise out of (a) faulty administration by 
ICA, (6) deficiencies in administration on the part of the Government 
of the Republic of Korea, (¢) problems inherent in the nature of the 
Korean program, or (d@) some combination of these factors. The very 
fact that independent auditors are unable effectively to assess these 
conditions in terms of establishing basic responsibility therefor em- 
phasizes the many complexities of this program. 

4. The question of accomplishments and costs : The Comptroller Gen- 
eral’s statement indicates on page 7: 

It seems reasonable to conclude, however, that by reason of these conditions, 
the accomplishments have been less than they otherwise would have been or 
what has been accomplished has cost more than necessary. 

ICA would readily agree that accomplishments have been less and 
costs higher than they would have been if the conditions referred to 
had been otherwise, that is, if there had been an adequate number of 
the kind of American personnel required, no serious differences in 
views with the Korean Government that had to be harmonized, and 
no shortage of Koreans that were familiar with types of problems 
that had to be dealt with and experienced in handling them. The 
fact, is of course, that actual conditions, nadet which the program 
had to be formulated and carried out, were otherwise. The question 
ICA wishes to ask is: What cost was necessary to secure the accom- 
plishments achieved, not under ideal conditions, but under the condi- 
tions which actually prevailed during the period covered by this 
report ¢ 

The realities were not idéal and it was not possible to correct the 
deficiencies quickly. Moreover, the war in Korea that had just 
ceased had cost the United States more than $15 billion and some 
142,000 American casualties. Now that fighting had ceased, there was 
no intention of giving up, in peace, the objective for which the United 
States had spent so much in war. To prevent that, substantial assist- 
ance was given to Korea in this and other programs, and progress had 
to be made in these programs in spite of unfavorable conditions. In 
that kind of a situation, how can one measure whether the effort cost 
more than was necessary ? 


COMMENTS ON AUDIT FINDINGS 


In the hight of these underlying problems referred to above and dif- 
ficulties inherent in the administration of this program of assistance 
to Korea, we would like to provide some specific comments with re- 
spect to the various audit findings summarized in the Comptroller 
General’s statement. Here again we must reiterate that time limita- 
tions have prevented the necessary research for a complete treat- 
ment of the areas covered. 

1. Undesirable procurement practices: A great deal could be writ- 
ten with respect to the problems and corrective steps taken in the 
procurement area. We will comment only briefly. It is important 
to note that the so-called malpractices by Korean importers mentioned 
in the statement arose from information developed by a special ICA 
investigative team which was directed to review approximately $2 
million worth of commercial procurement on which the agency sus- 
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pected deficiencies or irregularities out of a total of $200 million worth 
of such procurement during the fiscal years 1954, 1955, and 1956. We 
are still developing some of these cases and have not yet finalized our 
actions to the extent of saying how much of the $2 million are in fact 
irregular transactions. In the meantime there have been established 
improved controls, such as increased local currency downpayments 
for importers, use of a more realistic rate of exchange, and more ex- 
tensive audit and end-use activities. Additional administrative funds 
have been diverted for the purpose of financing a larger mission con- 
troller activity which will be responsible for more extensive audits, 
end- use ¢ hecks, and related control activities. 

Fertilizer import program: The fertilizer import program 
‘atiend its principal objective of aiding ROK food production. Re- 
ports of a black market in fertilizer, largely conjectural and which 
could be attributed primarily to private commercial imports, reflect 
the in: = icy of funds to purchase sufficient fertilizer to satisfy 
the demand, addition to the problem of procurement and distr ibu 
tion. 

Considerable improvement is already apparent in distribution as 
the Office of Supply, Republic of Korea (OSROK) gains experience, 
and further improvement is expected as the result of full-time assign 
ment of two Office of the Economic Coordinator (OEC) staff mem 
bers to fertilizer activities and plans now being  eiauanal to re 
eruit additional provincial agricultural United States personnel for 
this program. The statement that fertilizer sales did not produce the 
expected ¢ ‘ash proceer ls for progr am purposes is considerably out of 
date. Asof February 8, 1957, 80 percent of proceeds due on the overall 
or am had actus ally been collected. 

Counterpart administration: The charge that administration of 
counterpart funds has been deficient in several respects is not con 
sidered justified. Advance programing of counterpart availabilities 
and requirements can never be an exact science and particularly not 
in the early stages of the program when proceeds of commodity sales 
are only beginning to be collected while project commodity arrivals 
are still sporadic. However, since the late spring of 1956, at least. 
when collections began to exceed expenditures consistently, imple 
mentation of projects was not slowed down by any actual shortage 
of ( ‘ounterp: irt but by the desire to a ‘ove engine ering and financing 
determinations for projects originally approved. by a skeleton staff. 

We are taking a second look at all of these projects even though they 
have been on the books for some time. now that we have a more 
adequate staff to do so. 

As eounternart aceount activities increased with growine arriva 
of project commodities, detailed procedures were developed in OFC 
and ROK Government agencies under euidanece from the Combined 
Eeonomic Board. We are surprised to note the statement that “no 
agreement had been reached with the Korean Government on the 


Is 


disposition of repayments of loans from the counterpart account. 
The agency has previously advised the General Accounting Office that 
a comprehensive agreement in early 1957 provides for utilization of 
such repayments of loans or interest payments only as authorized by 
the (Combined Eeonomie Board. thus ovine the Tnited States the 
same measure of control over the use of loan repayments as it h 
over the use of counterpart in the first place. 
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t. (4) Increased costs Hwachon Dam contract: The rebuilding of 
this dam was made necessary by war damage, the extent of which was 
not readily apparent. Increase in contract costs has resulted from 
more detailed investigation of structural conditions as constructioi 
operations have taken place. In addition, repair work was delayed 
during the first quarter of fiscal year 1956 by floodwater spilling over 
the surface of the dam and by a flood which added additional damage 
to both the structure and to some of the repair work already started 
by the contractor. 

(c) Telephone communication projects: Unrealistic planning and 
fin inc ing are not the major reasons for undue delays in implementing 

ommunication projects, rather the greatest difficulty has been in 
meeting delivery schedules in view of the high priority given to 
United States military orders for other programs. In addition, it 
was origimally planned that certain open wire materials could be 
bought locally. Since this did not materialize, it was necessary to 
re enginee r and revise some pre jec ts. 

(7) The project - _ rehabilitation of water treatment plants and 
distribution systems in 54 municipalities is now proceeding on sched- 
ule and should be conn complete by the end of fiscal year 
1959. During the past quarter, contracts were awarded for materials 
and equipment in ‘a amount of $1.4 million. Materials are beginning 
to arrive. As of March 31, 1957, the physical construction of treat- 
ment plants was approximately 24 percent complete. 

(e) Fertilizer plant No. 1: 

Site selected: Site selected was one of approxim: itely 20 sites pre- 
viously considered by the Chemical Construction Co. under contract 
to UNKRA. This particular site area was selected by the Republic 
of Korea because of its closeness to the indigenous coal deposits 
security reasons, and for water supply. 

Process selection: Both ICA and OEC were appreciative that in 
neither place did the agency have adequate knowledge to make the 
technical decisions required to protect United States interests in this 
matter. It was therefore decided to rely on the counsel, advice, and 
studies of the National Research Council in the United States on the 
basis that the Council would have the adequate technical knowledge to 
make such a determination as to the best type of process. This agency 
was governed by their decision. 

Increase of 9.0 million: Additional funds are required to offset 
increased material and labor costs, delays in job time, and delays in 
suppliers providing equipment due to steel strikes. 

At this point I would like to say that the questions which Mr. Ful- 
ton asked vesterday, which I understand there were more questions 
this morning, will be fully covered, documented, and supplied to the 
committee, but in the short time available it was not possible to do so 
for this meeting. 

FERTILIZER PLANT NO. 2 


Of fiscal year 1956 funds previously obligated for this project, $18 
million has been deobligated. A comprehensive surve y to determine 
the type of fertilizer to be manufactured, site location, power, and 
other requirements will be implemented shortly. Funds remaining 
obligated at this time will meet only the cost of such surveys and basi¢ 
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engineering services. Detailed comments of the above action have 
been previously furnished to General Accounting Office. 

4 (f) Small industry program: The small industry program repre- 
sents an important effort to promote privately owned and managed 
enterprise so as to limit the already broad role of the ROK Govern- 
ment in the economy in accordance with a major objective of this 
agency. 

The problems associated with the initiation of this important pro- 
gram sector have largely been solved. New procedures were instituted 
by the Combined Economic Board earlier this year for financing small 
and medium enterprises based on careful financial reexamination and 
analysis. Activation of the overall management engineering contract 
and additions to the OKC staff have per mitted a systematic on-the-site 
review of each project and examination of tec ‘hnical and managerial 
plans. As a result, it is confidently expected that implementation of 
the older projects in the private sector and detailed planning of execu- 
tion of new projects will hereafter be greatly accelerated. 

4 (g) Rehabilitation Seoul National University: Funds were not 
provided to the University of Minnesota to procure laboratory equip- 
ment until fiscal year 1956. 

The fiscal year 1956 increment of funds for both materials and sup- 
plies for rehabilitation and construction of buildings and the pro- 
curement of laboratory equipment and supplies have been imple- 
mented in two phases: (1) The University of Minnesoto under a turn- 
key type of contract has procured $1.5 million of laboratory type 
equipment and supplies which are currently ‘scheduled for or have 
arrived in the ROK. Under this contract, the university screened all 
requirements consistent with actual need, effected procurement, and 
arranged shipment to coincide with arrival of United States tech- 
nicians in specific fields; (2) rehabilitation and construction supplies 
are being procured by the ROK and GSA totaling $1 million. 

The concern of the Economic Coordinator to which the ( ‘omptrol- 
ler General refers in his statement is in the area of technical assist- 
ance provided to Seoul National University by the University of 
Minnesota under a different contract. 

4 (h) ICA projects in housing: Comments on housing do not ac- 
curately reflect developments in this field of activity. Funds were 
obligated under the fiscal year 1955 and fiseal year 1956 programs for 
the provision of office space for ROK Government and OEC use and 
of housing for the OEC staff to replace structures destroyed and 
severely damaged during the Korean war. 

While some compromises and modifications in plans have been 
necessary to adjust to changes in conditions and requirements, and 
available resources, we believe that an examination of all the facts 
involved would show that the judgments applied in implementing 
these projects on the whole have been sound and have contributed 
toward resolving the quarters shortage : 

(1) The four OKC residential halls, and the dining hall and utilit 
building have been completed, and are now fully occupied. The first 
residential hall was completed and occupied in October 1956. Even 


though quarters are austerity type, members of the OEC staff using 


these facilities are reportedly quite comfortable. The total cost of 
constructing these facilities was $300,000 less than originally 


estimated. 


¢ 


Ce 
hi 


m 


CC 
Fle 
ur 
ve 
ne 
m 
su 


CO 


we 
en 
cle 
m: 


re 


Oe 


te 
al 
of 
u- 


re 
ior 
nd 
nd 


MUTUAL SECURITY ACT OF 1957 1249 


The ROK office building project is also going forward. Plans 
are be ‘ing finalized and proposals are being readied for contracting at 
an early date. 

(3) Contracts have been awarded for the construction of 75 duplex 
houses for OKC personnel with dependents and for supporting facili- 
ties including a school, commissary, and hospital in conjunction with 
the Military Assistance Advisory Group. 

These improvements in facilities have already enabled ICA to ex 
ceed the tour of duty from 1 to 2 years for a part of the OEC staff and 
have considerably improved recruitment results. These develop- 
ments are stepping up the rate of program implementation. 

Technical services: Difficulties were encountered in contracting 
hee needed technical services. The ROK Government at one time 
considered such activities an infringement of its sovereignty and a re- 
flection on its capabilities. Qualified United States contractors were 
unable or unwilling to assume responsibility for providing the di- 
versified complement of technical skills required. When efforts to 
negotiate individual contracts were unsuccessful, an attempt was 
made to negotiate an overall engineering services contract. The first 
such effort had to be abandoned after months of tedious negotiations. 

The second such effort was more successful and a contract with a 
consortium of six United States engineering firms was finally — 

n January 1957. A team of engineers is now in Korea actively a 
monk on a group of 38 task orders for 17 industrial projects. The 
engineering services roadblock has been broken and the way is now 
clear for increasing the productive capacity of the ROK and ulti- 
mately reducing the level of United States aid to that country. 

6. Administrative services: While we recognize that certain defi- 
ciencies did exist in the administration service functions, it is our 
initial impression that the statement implies more operating and con- 
trol deficiencies than did in fact exist. However, you will recall that 
vesterday’s question period brought out a recognition by the General 
Accounting Office that the agency had recognized and initiated cor- 
rective steps W ith respect to the deficiencies noted by the auditors. 

We trust that the additional information furnished in the state- 
ment will prove helpful to the committee. 

Mr. Carnanan. Mr. Summers, I would like to ask you to tell 
us just a little bit more about what the Combined Economie Board is. 
You have referred to it 2 or 3 times in your statement. 

Mr. Sumers. The Combined Economic Board is the coordinating 


agency in the country. There is an official Korean representative on 
it, generally the Minister ‘of Reconstruction, and there is one United 
States, or, in this case, Office of Economic Coordinator, representative, 


ordinarily the ihaialiiae or the Eeonomie Coordinator himself, sup 
ported by numerous of their staff depending upon the items coming 
up for consideration at that time. 

It is such a board as we find in most of these countries through 
whom we have most of our contacts with the governments. Thev use 
different names, but it is the same type of organization. 

Mr. Carnaran. What ’ the wish of the committee? Shall 
we oo the regular rounds at 5 minutes each, or shall I open it for 
questioning by those of you ies indicate you have questions? 
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Mr. Vorys. Mr. Chairman, we have a number of witnesses and I 
wonder if it would be possible to plan a period of time for the inter- 
rogation of this witness. 

Mr. Carnanan. Do you have a suggested time ? 

Mr. Vorys. No. 

Mr. Carnanan. To close with this witness and take the next 
witness, is that what vou have in mind? 

Mr. Vorys. That is what I had im mind. Perhaps devote a half 
hour to this witness and move on to the next one. 

Mr. Carnanan. Shall we close with this witness, then, at a 
quarter of five? 

Mr. Burieson. Mr. Chairman, how many witnesses do we have? 

Mr. Carnanan. We have several others this afternoon. 

Mr. Saccto. We have two witnesses on the investment guaranty and 
if it is agreeable with the committee. they can file their statement which 
is essentially a progress report on the investment guaranty program. 

Also here today are representatives of the Defense Department to 
answer any questions on the GAO report, on Defense administration, 
and Mr. Hollister will be here in the next 15 minutes and continue 
his testimony if you would like him to do so. sir. 

Mr. Carnanan. We have listed here 13 people present who 
might answer questions. 

Mrs. Cuurcn. May I ask if any answer has come from either the 
Defense Department or the State Department to my questions sub 
mitted a week avo concerning our commitments around the world ? 

Mr. Saccro. That was submitted yesterday, I believe. 

Mr. Carnanan. I will recognize the members who indicate they 
have questions they want to ask Mr. Summers. 

Mr. LeCompte. 

Mr. LeComrtr. For my own information. does ROK mean Republic 
of Korea? 

Mr. Summers. Yes. 

Mr. LeComwrte. And OFC? 

Mr. Scwoers. Office of Economic Coordinator. 

Mr. LeComrtre. And GAQ, General Accounting Office ? 

Mr. Scu»wers. Yes, sir 

Mr. LeCompte. And ICA is International Cooperation Administra 
tion ? 

Mr. Summers. Yes, sir. 

Mr. LeComrerr. Thank you. T just wanted to be sure. 

Mr. Summers. Mr. Chairman, if it is in order. there has been much 
discussion of the overall management engineering contract. The Gen- 
eral Accounting Office commented on it and we have made comment in 
this statement, on it. Also there has been comment in the GAO 
report that some of these projects were delayed in implementation and 
that engineering survey contracts were not promptly entered into by 
the agency. 

IT would like to explain briefly something of the background. We 
tried to enter into a contract with Ebasco—one of the leading manage- 
ment firms in the United States, back in 1955. As a matter of fact. 
they were officially selected in March 1955, as an overall management- 
engineering consultant company, to receive task orders and to investi- 


gate with their specialists all the various projects that were up for 


consideration. 
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Representatives of Ebasco went to Korea in January 1956 to nego- 
tiate a contract. It was a very prolonged negotiation. They spent 
nearly 4 months there trying to work out with the Korean Govern- 
ment a satisfactory basis of oper ation. They were unable to do so 
and finally returned to the United States, at which time we had to 
start over exactly where we had been approximately a vear to a year 
anda half before. 

We contacted other management companies and in passing, let me 
say that this is not a simple assignment. The organization finally se- 
lected is composed of six well- known United States ¢ ompanies, special- 
ists in management and engineering—for instance, electrical power, 
transportation, mining—they must have many abilities. Whatever is 
needed in the country. 

We finally found a satisfactory group that was interested, as a 
result of sending out for bids. The bids went out on the 21st of 
August in 1956, the contract was finally awarded after much nego 
tiation on January 18, 1957, and Smith, Hinchman & Grylls started 
to work in Korea in March 1957. 

That is one of the reasons why there was a hiatus of action on 
so many of these contracts. 

We have every reason to think that from this time forward we 
will be able to move ahead expeditiously on these projects and 
tlso that we will be able to give them the critical review that they 
should have, preliminary to putting them through as official pro] 
ects that we are going to agree to. 

Mr. Vorys. Mr. Chairman, could I make a comment. I don’t want 
to ask you a question. IT note in here there are 2 or 3 places where 
your engineering estimates have gone up after vou started projects. 
1 think on the Hwachon Dam and a fertilizer plant. That is in 
deed regrettable. 

Ilowever, since we have downstairs the St. Lawrence Seaway proj- 
ect where they just are bringing up a 100 percent increase after the 
thing started, we have some understanding of the problems you 
face. 

Mr. Burteson. And our own highway program. 

Mr. Jupp. And on the St. Lawrence Seaway where they just left 
out completely one $10 million item for engineering. 

Mr. Summers. The exchange rate has changed from 180 hwan to 
the dollar to 500 to the dollar. This automatically gives a 250 per- 
cent increase on the local curreney cost which in some of these proj- 
ects is quite substantial as a proportion of the total. 

Mr. Jupp: Will the gentleman yield / 

Mr. Carnanan. Dr. Judd. 

Mr. Jupp. Is it not true that we urged that change in order to make 
the exchange rate more realistic? While it had the disadvantage 
of making things more costly, at least it got things out on all fours. 
Previously, we were deceiving ourselves and they were deceiving them- 
selves. 

Mr. Summers. That is correct. 

Mr. Jupp. So the net gains from that were greater than the losses? 

Mr. Summers. Yes, sir. 

Mr. Carnanan. Mrs. Church. 

Mrs. Cuurcu. Thank you, Mr. Chairman. 


92522—57—pt. 6——-20 
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Mr. Summers, do you feel that the deductions made by GAO, 
the basis of its report, were in any way pre Judic ‘ed or unfair? 

Mr. Summers. I would express it this way: I think they were per- 
haps inadequate. They have in their report, if you read it very care- 
fully some of the information such as I gave you in my statement, but 
it wasn’t included in the Comptroller General’s official statement, and 
that is the part we wanted to be certain was clearly understood. 

For instance, I have here a copy of an article from this morning’s 
paper entitled: “Waste by United States in Aid to South Korea 
Charged.” 

Unfortunately, many people only read the headlines. This was 
about a minor item on administrative expenses. They cite items here 
which were not OEC’s responsibility. They were GSA’s purchase, 
and things of that sort. We were in hopes that through the means of 
this presentation we could give a complete story. We were not mean- 
ing to infer that GAO had intentionally or otherwise been unfair. 

Mrs. Crurcn. From your own knowledge of the situation, are vou 
satisfied that under the conditions the best was done that could have 
been done ? 

Mr. Summers. Under the operating conditions; yes. 

Mrs. Cuurcu. You have no apologies to offer ? 

Mr. Summers. I have a apologies. Don’t misunderstand me. I 
do not say it was perfect, any manner of means, but you must think 
of the difficulties of ie ca taffine. the lack of staffing and other con- 
ditions. Dr. Judd and some of the other members of this committee 
have been there, they have seen the OEC compound, the hovel in which 
our people lived out there. The reason that for 14 months we tried 
unsuccessfully to get a man to go out to run these administrative 
ace ounting activities for us—we have had 3 men who backed out after 
agreeing to go, the last one just the other day, and we are starting 
out again to get somebody to go out there who is capable of h: indling 
this administr: ative accounting, and things of that sort. 

Mrs. Cuurcn. You have been there yourself, haven't you? 

Mr. Summers. Yes. 

Mrs. Cuurcnu. I was one of those who went to Korea in 1953 and 
in 1955. Conditions were far from perfect, but I do not think that 
they were completely different from what was found in some other 
sections of the world. 

Mr. Summers. When were you there, Mrs. Church ? 

Mrs. Cuurcu. 1953 and 1955. 

Mr. Summers. Well. we found it very difficult to get staff to go. 
First, you could not take families, and the general conditions made 
it considered as one of the most difficult posts in the world for us 
to fill. 

Mr. Summers. It wasa very difficult situation in which we operated. 

Mrs. Cuurcnu. Do you fee 
now 4 

Mr. Summers. Definitely. I have no hesitancy to tell you that the 
current operation of the mission out there is a satisfactory operating 
situation, due to the increased stafling, the better housing, the lessons 
we have learned from the mistakes that we have observed and we have 
met, such as GAO has spoken about—in all of those things I think 
we have unquestionably made improvements. 
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The attitude of the Korean Government is one reason for this 
improvement. As I mentioned in my statement, for the past year we 
have had practically no difficulty in the CEB; that is, the Combined 
Economic Board. I attended two of their meetings. It ran just like 
a board of directors meeting. They were on one side, we were on the 
other side of the table, each one spoke his piece, argued it back and 
forth, they made a decision and signed it right then and there, in a 
businesslike fashion. ‘Two or three years ago that was unheard of. 

Mr. Jupp. Who put on this restriction against families going to 
Korea ¢ 

Mr. Summers. We had no housing for them. 

Mr. Jupp. That was the reason ? 

Mr. Summers. Absolutely. 

Mr. Jcpp. Do you have other places where ICA is carrying on 
major programs where families are not permitted to go? 

Mr. Summers. I can only speak of the Far East; m Laos, if they 

ave children we will not send them, although we have allowed wives 
to go in, although they have spent time living in tents during the 
monsoon. I mean the conditions were that bad. I know of nothing 
else quite like that. 

Another reason that families could not go, Korea was an active 
theater of military operations and it was not considered for some time 
safe to send families in there. 

Mr. Jupp. Has that restriction been lifted, or at least is it being 
relaxed ¢ 

Mr. Summers. It is lifted now. Congress appropriated some funds 
last year, you will recall, some $12 million, about $9 million for the 
Army and $3 million for OEC, that is for building new housing, so that 
families can go in and it will be a 2- year tour of duty, rather than a 
l-year tour of duty. That has an advantage, because when people go 
out on a 1-year tour, it takes them 6 months to learn the job, 6 months 
to work, and then they come home. It is poor for oper ations and costs 
the money for transportation back and forth. It will be a much 
sounder operation from this time forward. 

Mr. Jupp. I think all of us would agree that the most difficult spot 
where we saw our Americans working, considering everything, is 
Korea. In the first place, the problem is almost insoluble. Where 
vou are surrounded by conditions like that, it is hard to get and keep 
«ood personnel or to get good morale in the team you have. 

Mr. Carnanan. Mr. Burleson. 

Mr. Burtrson. Mr. Summers, I note a point or two in your state- 
ment which suggests to me that the time the General Accounting 
Office checked on these programs had something to do with the find- 
ngs. Perhaps that would be applicable to many other places other 
corea, 

‘or instance, in the case of a man going Into business, if he was 
checked as to profits in the first 6 months of his oper: ition, it might 
not show up so good, whereas if he was checked 12 months later it 

ild show he jis really in business; am I correct in getting that im 


pression from points in vour statement ? 
Mr. Suaers. Eee, definitely. 
Mr. Burirson. This factor is important as to when certain proj 


rs thin the over: ‘ll program were checke Ll’ 
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Mr. Summers. That is right. They were out there in September. 
The only reason we made- well, there were two reasons that we made 
a point of bringing some of this up to date. One was that they made 
the statement in the audit report that they had brought in current 
information—although it was beyond their audit period—that. later 
happenings were reflected in here. So in some of these situations we 
felt we should bring them to your attention because they were not 
included in the report. things that were more favorable in the current 
situation. The other is, of course, we wanted the committee to have 
the latest authoritative information we could give you on the subject. 

Mr. Carnanan. Mr. Coffin. 

Mr. Corrin. Mr. Chairman, if I may paraphrase some of what has 
been said, you have been faced with the diffic ulty ¢ of encouraging your 
Korea personnel to be Korea personnel, but vou are succeeding more 
than you did in years past ? 

Mr. Summers. Yes. 

Mr. Corrix. In Mr. Campbell’s presentation he said no competi 
tive bids were asked for on thermal powerplants. Did you cover 
that in your statement ¢ 

Mr. Summers. I am not certain I covered it in the way you indi 
cate by your question. 

Mr. Corrix. T have reference, Mr. Chairman, to Mr. Campbell's 
statement that three thermal powerplants completed in 1956 several 
months ahead of schedule, under a $30 million cost-plus-fixed-fee con 
tract, were negotiated at the spe ‘ial request of the Korean Gover! 
ment, without soliciting competitive proposals. 

Mr. Summers. No, I did not mention that. This project is one of 
the bright spots of the whole program, and T did not take your time 
to refer to it. Incidentally, of the $30 million that was set aside as an 
estimated cost of these plants, the corporation that built them re- 
turned $4.5 million to the program through savings that they were 
able to make on that contract. 

At the time those plants were urgently needed, it was right after 
the war, it was a critical period, and the Korean Government was—I 
hesitate to say this, but they were being a little difficult and we were 
having trouble trying to work through our normal procedures. This 
particular company was known to them, favorably, and when we were 
able to negotiate on a basis that our contract people and our engineer 
ing people knew to be an acceptable basis—you see, it is only a fixed 
ry that we are negotiating on this, the costs are not affected in one wav 

r the other—they were able to work out a satisfac tory basis, which 
vain the various reviews back here in this country. 

Of course. the contract was negotiated back here and it was ap- 
proved at reasonably high levels to go forward on a negotiated basis. 
It isan unusual procedure. T wouldn't say it is the only time, but it is 
a procedure used under only the most necessary circumstances. 

Mr. Corrty. In the Senate debate, some comment was made with 
regard to expenditures for railroad operations in Korea, and the 
question was raised: Why couldn't those expenditures have been 
financed by raising the rates on the railroad, rather than drawing 
on the funds of our Government ? 

Mr. Suwmenrs. Just a moment. IT will give vou some information 
on that. There have been current increases. The economic coordi 
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nator out there has attempted to persuade the National Assembly 
to increase these utility rates for some years, but the Korean Gov 
ernment was so concerned that an increase in rates would start infla 
tion, and it would have an unfavorable effect, that it would just not 
listen to an increase being put into effect. We have, by persuasion 
and other means, helped them to arrive at the conclusion that they 
should make some change. 

Incidentally, these rates are all controlled by the National Assem- 
bly, and to get them to make the move is the difficult situation—it is 
the same in other countries out here. 

Mr. Jupp. It is just like raising the postal rates in the United 
States ¢ ‘oneress, 

Mr. Scuamaers. I didn’t want to get too close to home. The ROK 
National Assembly in December 1956 increased the postal rates 100 
percent: the telephone and the telegraph rates, 180 percent; passen 
ger rates on the railroad, 85 percent: freight rates, 160 percent ; 
electric power, the wholesale rate, 150 percent; and 50 percent on 
the distribution. 

Mr. Corrixn. When was that, Mr. Summers? 

Mer. Scuxrwers. December 1956. 

Now, that is not adequate in many cases. Some of them should 
have further iereases. We are continuing to raise the question 
with them, and they are beginning to get a little more economic 
understanding, so we are hoping to achieve a realistic basis in the 
future. 

Mr. Corrix. One final question: A suggestion was also made by 
Mr. Campbell that you devise a long-range economic plan, geared 
to capabilities in Korea. Do you have such a plan ? 

Mr. Summers. That is in the process of being worked on out 
there. Dr. Chawner, who is a very capable economisi, and his staff 
such staff as he has—are, in addition to handling current require- 
ments, looking ahead and doing this tvpe of planning preparatory 
to working it out with the CEB. 

The Koreans, on their own side, are also doing some thinking and 
planning. We are getting some consultants over there to keep, for 
Instance, in fax rates, Dr. Hall, one of the leading tax authorities 
In the world, has been over there for some time, and he is working 
with them to help prepare more realistic tax laws for adoption by 
the National Assembly. 

Manv of those thines are moving forward in a most satisfactory 
WW) inner. 

Mr. Corrix. Thank you. 

Phank von, Mr. Chairman. 

Mr. Prucner. FOA is the one who committed the first $21.5 million 
for the fertilizer plant ? 

Mr. Summers. I would think that would be correct: ves. 

Mr. Pinrcuer. Were you over there last year, April of 1956? 

Mr. Summers. No: I was there in December 1956. 

Mr. Prucner. You didn’t commit the additional $19 million for the 
second fertilizer item ? 

Mr. Summers. No, sir. 

Mr. Pincrrer. You don’t know why this second one, and the same 
reason, Why it was deobligated ? 














1256 MUTUAL SECURITY ACT OF 1957 







Mr. Summers. There is no question that it is needed. The present 
fertilizer plant has a capacity of about 85,000 metric tons a year. That 
works out into about 40,000 tons of nitrogen a year, and their esti- 
mated requirements are about 160.000 tons. The present pl int. will 
only accommodate about one-fourth of their need in nitrogenous ferti- 
lizers. 

Mr. Piccuer. It will cost $25 a ton for the construction of the plant; 
1 $21.5 million plant will only put out 85,000 tons. 

Mr. Summers. $400 is the capital cost per annual ton capacity of 
urea 

Mr. Pircuer. You said it would put out 85,000 tons of urea a year. 
Is it in operation now, producing? 

Mr. Summers. No, sir; it is just in the course of being lage nei 
dentally, the information you want will probably be in the statement 
we are going to submit covering the fertilizer plants in some “detail 
covering the questions that have been asked here previously. 

Mr. Pincuer. Then they must have thought for the second plant 
there was something wrong, or they wouldn’t have deobligated it. 

Mr. Summers. I think this engineering-management contract that 
I referred to earlier is part of the basic trouble. At the time that the 
second fertilizer plant was obligated, Ebasco was over there; we 
thought they were going to start immediately into the engineering 
of the second plant and have it ready in a comparatively short time, 
because the first fertilizer-plant surveys had developed much of the 
information they would need for the second one. 

Mr. Pitcuer. The surveys on the second one cost $1 million, then. 
There is $19 million obligated, and you only have $18 million- 

Mr. Summers. The $1 million is required. I don’t think it woul: 1 
be correct to say that all of that is necessar ily going into the surveys. 

Because they didn’t deobligate the $1 million. it doesn’t mean it 
will all be used for surveys. 

Mr. Pitcuer. You say funds obligated at the time will be only for 
basic engineering service. 

Mr. Summers. If such services are only half a million dollars, the 
other half million dollars will be used for construction purposes. 

Mr. Pircuer. No further questions. 

Mr. Smira. Mr. Chairman. 

Mr. Carnanan. Mr. Smith. 

Mr. Smiru. Could the witness tell us something about this ROK 
office project ? 

Mr. Summers. I am sorry; I can’t give you the exact dates when 
that was started and the plan developed. They are critically short of 
Government office space over there, and it was decided that they should 
build a building that would give them some relief of that type. They 
did certain architectural work and design work on it. Then there was 
some question, I think in the ROK Government, as to where or what it 
should be. 

Mr. Smiru. What kind of a building and how much money are we 
putting into it? 

Mr. Summers. For the architectural and engineering services and 
the construction of the building $1.4 million was set aside in the fiscal 
year 1955 program. 

Mr. Smirn. Thank you. 
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Mr. Carnanan. If there are no further questions, we will move to 
the next witness. 

Mr. Charles Warden, Chief, Investment Guaranties Staff, ICA. 

Mr. Warden—— 


STATEMENT OF CHARLES WARDEN, CHIEF, INVESTMENT 
GUARANTIES STAFF, ICA 


Mr. Carnanan. Would you like to submit your statement, Mr. 
Warden? 

Mr. Warpen. Yes. 

My name is Charles Warden, Chief of the Investment Guaranties 
Staff. The year ending December 31, 1956, witnessed a steady and 
solid growth in the guaranty program. Guaranties issued increased 
by $28,944,224 (31 percent) ) and totaled $123,496,237 at the year’s end, 
while contracts in force as of the same date totaled $95,798,307. 

Since December 31, 1956, an additional $20,237,866 in guaranties 
were issued bringing the total issued as of May 31, 1957, to $143,- 
734,102 and total contracts in force to $114,670,000. Fees collected 
as of May 31, 1957, amounted to $1,931,691—an increase of $564,494 
since December 31, 1955. There have been no payments made under 
guaranty contracts to date. There are no pending claims. Appli- 

vations in process for convertibility and against expropriation totaled 
$519 million with an additional total of $118 million in tentative 
war-risk applications, representing a gross increase of 133 percent 
since December 31, 1955. This indic ates a greater interest in the 
guaranty program and reflects a larger number of projects in the less- 
developed areas. 

The sharp increase both in volume and complexity of the contracts 
and the addition of the new war-risk guaranty has forced the staff 
to concentrate on the backlog of guaranty applications immediately 
in front of us. 

At this time we seek no new appropriation and no added authority. 
Our task is to develop and expand the program within the frame- 
work of the present authority and to accommodate the applicants 
for guaranties. 

The new authority granted last year to guarantee against loss due 
to the risk of war has been translated into an operating policy state 
ment which has been in the hands of investors since January, and a 
specimen contract since April. The response by investors has been 
more than expected and is evidenced by the filing of 12 tentative 
applications for a total of about $118 million in protection. Al 
though we are prepared to undertake war-risk guaranty contracts 
now, the processing of such applications awaits the amending of 
present bilateral investment guaranty agreements so as to include 
this added risk. However, since most applications usually include 
requests for convertibility and expropriation coverage as well, we 

“an proceed to prepare guaranty contracts for these two risks on the 
basis of present bil: iteral : agreements. 

The legislation authorizing these guaranties requires that the United 
States Government become subrogated to the rights of the investor 
upon the payment of claims. A country’s acknowledgment of this 
right of subrogation is the basis for the requirement of an exchange 
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of notes. Our right to own and make use of local currency acquired 
as a result of payments under the guaranty contract permits the con- 
vertibility guaranty. Our right to succeed to claims regarding ex- 
propriated property and the subsequent arbitration provisions in the 
event of intergovernmental disagreement give us the foundation for 
an expropriation guaranty. Similarly our right to succeed to an in- 
vestor’s claims under a country’s war indemnity program initiates 
the war-risk guaranty. Usually a country exchanges notes covering 
both convertibility and expropriation ouaranties. In the past, some 
34 governments have exchanged such notes with the United States. 
Amendment of these notes to include reference to war damage claims 
and the possibility of securing recoveries of war damages to which the 
investor may have rights is the phase of negotiation in which we are 
now engaged. Two countries, Taiwan and Afghanistan, have signed 
the war-risk bilateral agreement. 

We developed the war-risk policy statement after a wide study of 
all previous war-risk programs. We presented it to a number of 
insurance experts in two meetings in New York. We are in their 
debt for most generous help on technical matters. 

We tied the war risk guaranty to physical property damage. We 

‘t the annual fee, after much searching, at one-half of 1 percent of the 
fixie amount of the guaranty on the premise that a low and nominal 
rate would be the only kind of rate which could assist the movement of 
investment to the danger areas. Here the National Advisory Council 
on International Monetary and Financial Problems labored well and 
long and arrived at the same conclusion we did, but suggested that 
after 10 years the fee be subject to revision. This was agreed to. 

Aside from the determination of the fee, our most difficult problem 
was to draw a line between the losses due to war alone and those arising 
out of revolution and insurrection. Our policy statement on this is 
as follows: 

This guaranty will protect against loss resulting from direct damage to or 
destruction of physical plant, equipment, and facilities covered by the guaranty 
contract and caused by war or enemy attack including action taken by govern- 
mental authority in hindering, combating, or defending against an actual, pend- 
ing, or expected enemy attack. This does not include consequential damage 
whether caused by a peril guaranteed against or otherwise, or damage caused 
by civil war, revolution, rebellion, insurrection, or civil strife arising therefrom, 
or action taken by governmental authority in hindering, combating, or defending 


against such an occurrence, or as a consequence of such an occurrence. 


How will the war risk guaranty program go’ This we do not 


know. So far the a interest 1s good. Only when there is a 
wider acceptance by t foreion governments can we be sure of 


effectiveness and use halon Ss. 

Last year the Congress, in expanding the guaranty authority, also 
placed the program on a fractional reserve basis. This change from 
100 percent backing of the euaranty contracts to approximately a 27 
percent backing has had no discernible effect on the applications for 
guaranties and apparently has been accepted. 

During this last year development work on new country agreements 
and education of the foreign investing community at home has been 


reduced due to onrush of business generated through the efforts of 


previous years and the inability of the staff to cover all phases of 
necessary work rs the guaranty program. Domestically the program 
has been aided by the diligent support of the Department of Com- 
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merce officers, their publications, and field offices, and the good efforts 
of the financial press, the banks, the foreign trade groups and other 
publie spirited institutions. The Department of State has given the 
program full support in the negotiation of agreements. ‘Two countries 
have been added to the program this year, making a total of 34 in all. 
Negotiations with additional countries are being pursued. 

In the past the investment guaranty program has been called 
marginal and experimental. One of our guaranty officers with 40 
pending applications before him, many from the most sophisticated 
of American firms in the foreign field and many repeat investors 
would find that difficult to believe. 

We have been criticized for slow processing of applications. This 
istrue. It will continue to be true until we can apply sufficient trained 
personnel to a rapidly growing program. It is a manpower problem 
made more difficult by the intricacies of international investment and 
the expansion of the program into new fields. 

With our present staff, we are able to process applications at a rate 
which permits the drafting of approximately three contracts a week 
for final negotiation with investors. We now have on file applications 
for over 200 contracts. Even allowing for cancellations and with- 
drawals, this still indicates about a 12-month blacklog. 

Under the new staffing plan for fiscal year 1958, we are to receive 
additional personnel. With this addition, we hope to cut down on 
the backlog somewhat. Of course, the time which it takes to process 
a preliminary application through to the issuance of a contract de 
pends to a large extent on how quickly individual iiotaien are able 
to develop their investment plans and submit final applications and 
how soon they are able to secure the approval of the foreign govern- 
ment. (Good operations of our staff should permit an average process- 
ing time for applications of about 6 months and, where special situa- 
tions exist, we should be able to process an investment guaranty within 
30 days. 

What of the future? One area in which the program holds great 
promise is Latin America. Although countries in that area have been 
slow in making the necessary agreements to bring the program into 
operation—only Haiti was a participant in the guaranty program 
until 1955—agreements have been re: Cc hed with 10 of those countries. 
Negotiations of agreements are now in progress with other countries 
in Latin America. Five contracts of guaranty have been written for 
the protection of investments in the area. 

A number of contracts now in negotiation have been held up due 
to political conditions within the host country. This the investor 
cannot control nor can we. However. an increasing volume of appli- 
tions—now totaling $451 million for the protection of investments in 
7 countries—are in process. The success with which the program may 
be used in Latin America may depend wpon the awareness of both 
investors and the countries themselves of the advantages of the pro 
gram. 

Another factor may be the extent to which we can overcome the 
problems we have experienced in applying the guaranty program to 
the situation existing in countries which have multiple exchange rate 
systems. There can be no question that investors in Latin America 
are mainly interested in guaranties against inconvertibility and that 
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such guaranties would serve as a powerful stimulus in promoting in- 
vestment in that area. Our problem is to write a guaranty consistent 
with our authorizing legislation which will give investors the protec- 
tion they seek. 

The convertibility guaranty authorized by mutual security legisla- 
tion is essentially an assurance of transfer. It is not a guaranty 
against devaluation of the host country’s currency. To the extent 
that investors wish a devaluation guaranty we are unable to supply 
their needs under present legislation. 

However, transfer of foreign currency into dollars may be pre- 
vented, in effect, by means other than complete blockage. For ex- 
ample, in countries where multiple exchange rates prevail, it is always 
possible that a foreign government will apply a discriminatory rate 
of exchange to the transmission of investment receipts. 

Also, where a free market: exists, it is possible that the exchange 
authorities of a country will so change, by government action, the 
types of transactions which have access to the free market, that, in 
effect, an investor is unable to obtain transfer of his foreign currency 
into dollars at a realistic rate of exchange. 

In the past, we have been able to provide guaranty protection to 
investors seeking convertibility guaranties to cover investments in 
European countries where fixed exchange rate systems were in effect or 
where there was fear that multiple exchange rate systems might be 
appplied at some time in the future. 

The type of guaranty which we have offered is described in our 
investment insurance manual with which your committee is familiar. 
We are presently attempting to apply this guaranty to Latin Ameri- 
can countries such as Ecuador where the situation is somewhat differ- 
ent, and we believe that we have just about arrived at a proper adapta- 
tion. We hope that. once this has been done the program will be of 
real value to investors in Latin America and be successful in stimulat- 
ing further private investment in that area 

The less-developed areas have shown a decided and healthy rise in 
application volume from 145 to 364 million dollars in the last 17 
months, an increase of 151 percent. 

To us, some of the answers for the less-developed areas lie in the 
education of foreign .countries on climate matters and of potential 
United States private investors on investment opportunities. Too 
few governments are as yet convinced that investments must be worked 
for and must be encouraged. 

Investment laws and regulations must be clear as to an investor’s 
right to transfer earnings and free from burdensome restrictions. 
Too few Americans have made the effort, on our side, to study less- 
developed areas and seek out investments. Guaranties cannot do this 
necessary groundwork. ‘They can help, however. 

On the record the investment guaranties program has made sub- 
stantial progress this last year. While not meeting the most sanguine 
of hopes of achievement, it has facilitated a significant number of 
investments at no cost to the Government. It should be continued 
and supported. 
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STATISTICAL ExHIBITS ACCOMPANYING STATEMENT OF CHARLES B. WARDEN, CHIEF, 
INVESTMENT GUARANTIES STAFF, INTERNATIONAL COOPERATION ADMINISTRATION 
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ly 


Countries with which the United States has agreed to 


ment guaranty program 


institute the invest- 


Date of agreement 
Country 


re- Convertibility Expropriation 


eX- 


us Afghanis June 9, 1957...) June 9, 1957. 
Lys Austr Mar. 23, 1949__| Feb. 16, 1952. 
: Belgiu May 7, 1952 May 7, 1952. 
ate Bolit Sept. 23, 1955..| Sept. 23, 1955. 
China (f June 25, 1952__| June 25, 1952. 
Colombia Nov. 18, 1955 None 

we Costa R Feb. 25, 1955 
Cuba Feb. 4, 1957 

the Denn Aug. 13, 1952. 

in Ecuador Mar. 29, 1955 

France Mar. 3, 1949 

icy Germany July 29, 1950 





Greece Apr. 19, 1949 
Guat Mar. 23, 1955 
to Hait Apr. 15, 1953 
° Honduras June 10, 1955 June 10, 1955. 
In Irelan Oct. 5, 1955 Oct. 5, 1955 
: Israe] Ang. 8, 1952 Aug. 8, 1952. 
Ol Italy June 17, 1949.-.| Dee. 28, 1951. 
be Japar Mar. 4, 1954...| Mar, 4, 1954. 
Jordan Sept. 24, 1956 Sept. 24, 1956, 


pur 


Luxembourg 
Netherlands 


Dec. 7, 1956 


far. 3, 1949 





Dec. 7, 1956. 


Oct. 7, 1952. 


Norway Oct. 29, 1948 Apr. 1, 1952 
ar Pakistan May 26, 1955 May 26, 1955 
." "aTaguay Nov. 15, 1955_.| Nov. 15, 1955. 
rl- Peru 16, 1955 None. 


Philiy pir 


19, 1952 


to Feb. 19, 1952. 
er- Portugal May 





y 25, 1953_.| May 25, 1953. 
a. Spair Sept. 26, 1953 Sept. 26, 1953. 
ta Thailand Aug. 27, 1954._| Aug. 27, 1954. 


_ of 


Turkey Nov , 1951 Jan. 15, 1957. 
United Kingdon Oct r 1948 None. 
lat- Yugoslavia Aug. 15, 1952 Aug. 15, 1952. 
» in subject to ratincation 
17 NOTE War-risk agreements are now being negotiated. To date, 2 intries hav igned, Formosa and 
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Belgium 
China 


MUTUAL 


EXHIBIT B. 


Investors 


Smith-Coror 


Formosa 


Von Kohorn International Corp 
Westinghouse Electric Int tional 
Co 
Total 
Denmark: Ray-O-Vac International Inc 
Frat 


Armstrong Paint & Varnish Works 

Godfrey L. Cabot, Inc 

Clark Equipment ¢ 

Concrete Chemicals Co 

Corhart Refractories ¢ ly 

Dana Corp 

Dow Corning Corp 

Ellicott Machine C 

Ford Motor Co 

Foster Wheeler Corp 

Foster Wheeler Corp 

Fruehauf Trailer Co 

Harshaw Chemical Co 

Heyden Chemical (¢ orp 

Hohenstein, Walter P 

Houdry Process Corp 

International Water Cory 

Koppers Co 

Lincoln Electric Ce 

Morrison, Knudsen Co., In 

National Fastener Corp 

Rohm & Haas Co 

Singer Manufacturing Co 

Standard Oj] Development Co 
Do 

Yoder Co 








Total 


Germany 


Godfrey L. Cabot, In 
Clevite Corp 
Firestone Tire & 
Ford Motor Co 
Denver Cx 

Harris Seybold 

E. F. Houghton & Cx 
Johns-Manville Ce 

J. Sklar Manufacturing Co 
National Aluminate Corp 
Olin Mathieson Chemical Cor 


Rubber C 


Gardner- 








Do 

Oppen mer Casing ( 

Otis } vator Cc 

Perkin-Elmer Cor 

Raytheon Manufacturing ¢ 
Total 

Guatemal 

Oliver Farms 

Farmen & § Logging Co 
Total 

ly 

Ameri Hor I ( | 
Do 

As Seed Growers, I 

D 

C Products ¢ 

He ss Cor 

} ( & Ce 

Mo Oil Co. I] 

Na ni te ¢ I 

N uit ¢ 

Olin Mathieson Chemical C« 

Otis Elevator Co 


Joseph Pacifice 
Raytheon Manufacturing Cc 


Standard Oil C Je Jerse 


of table 


See footnotes at er 
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Product C 
t 
Pypewriter 
Rayon manufacturing plant 
Electric generating equipment 2 
Leak-proof batter ic 
Pa nd varnist 
Carbon black s 
Material 
Concrete 
Refractories 
Automotive parts 
Silicone 
Dredges 
Trucks and cars 
Construction engineering 
do 
Truck trailers 
Ceramic color 
Streptomyci 
Polystyrene 
Petroleum refining 
Water wells 
Stvrer monomer 


Welding materials l 


Construction en 


Slide fasteners 
Agricultural fungicides 
Sewing machines 


Oil refinery 
} 


Metal- 


working machinery 


Carbon black l 
Electronic product 
Tires and tubes l 
lrucks and automobiles 
Mine car lk lers 
Paper cutters 
Chemical 1 lubrican 
Asphalt til 
Op Lequipment 
W ate t 9 che ea] 1 
Powder actuated tools 
do 
An il u n 
Ele tor lel tor equip t 
High precision instrument 
nad ! on julpme 


I ng operation 

I irmaceutical l 
do 

Seed cultivatior 

Intravenous solutior 

Oil refinery } 


Petroleum refit 





Chen Is and lut n 

Oil refit ) 
Crack unit 7 
Ro ( ) } 1 
Biscuit nd « eke 

Industrial ¢ l 1] 
Elevators and elevator equipment 
Buildir tone 

Electronic tube 

Oil refir } 


Investment guaranties issued through May 31, 


1957 


onvert 


LLL 
$72. 000 
59, 242 | 
140, 420 
1 ve 
182. SOO 
12, 000 
S30, O00 
474, QA 
40, OOO 

0 O00 

200, GOO 
304. YAO 
74, 34¢ 
120), 108 
213, 500 
172. 500 
437, 500 
200), OOO 
400, OOO 
56, OOO 
112, OOO 
51, 000 
165, 000 
072, 63 
242, 000 
17, 500 
441, 000 
717, 000 
50, OOO 
504. O11 
204, 500 
R36, SOD 
000, 000 
312, 669 
R41. TO 
140, OOF 
55, 10 

3. 150 
SA), O00 
10. O00 
208, OO 
32,3 
” 114 
548, 230 
(i 
201. 654 
» (MH 
47, (MN 
82. 3A) 
| (My 
ST. FOO 
”") uw) 
630. 00) 
Un 
17, OOO 

6O0) ( 
234, OOO 
31. OM 
‘ (hy 
O51. 800 
192, 5M 

) (Wi 
290) (MN) 
{1X7 M 


E xpropria- 


tion 


100, ( 





S42 








- > 
4) An) 
276, 399 
116, 546 
250, 831 
74.115 
$25, 374 
inh) 

177, OOO 
247, O00 
640, 572 
1), OOO 

50, OOK 
249 141 
ROO. OOO 
617, OOO 
71. 0OU 
4975. OO 








Jay 
Jor 
Tr 





OOD 


. 668 


, 400 


SO3 


', OOO 


O00 


Thailand 





MUTUAL 


ExXuHIpBit B 


Investors 


Italy—Continued 
Syntron Co 
Westinghouse Air Brake Co 


Total 
Japan: Dow Chemical International 
Ltd 
Jordan: Edwin W. Pauley 
The Netherlands 
A-~P Controls Corp 


American Home Products Corp 
Dow Chemical Co 

Henry Drak: 

H. J. Baker Bro 

Greenfield Tap & Die 

H. H. Sonnenberg 

Stahl Finish Co 

Kresno-Stamm Manufacturing Co 
Sparkler International, Ltd 
Tokheim Oil Tank & Pump Co 


Total 
Pakistan: General Mills 
Peru. General Foods Corp 


Philippines 
Rheem Manufacturing Co 
The B. F. Goodrich Co 


Total 


Harry F. R. Dolan 2 


Turkey 


Bank of America 
Charles Lockton 
E. R. Squibb & Sons 


Total 


United Kingdom 

Barber-Green Co 

Brown & Sharpe Manufacturing Co 

Godfrey L. Cabot, Inc 

Cone Automatic Machine Co 
Alloy Foundry Co 
Dictaphone Corp 
rhomas A. Edison, Inc 
Euclid Road Machinery Co 
General Time Instrument Corp 
Tacobs Manufacturing Co 
Knott Hoteis Corp 


Cooper 


Do 
Kraft Foods 

Do 
Lapointe Machine Tool Co 
Leeds & Northrup Co 


Metallizing Engineering Co., Ine 
raw-Hili Interr 
ipolis-Hone 





Co 
Parke, Da « ( 
Pocket Book I 
I erre [ f Manufacturin 
( 
tI App! } 
t t “quibb & Sor 
Stand Brands, Tn¢ 
er ©) I au 
(rr ’ t 
1 ert ind ¢ ’ 
j eM 1956 


50.000 expropriatior 
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Product 


Vibratory handling equipmer 
Railroad equipment 


Production of plasties 


Oil exploration 


Oil heater regulators 
Pharmaceuticals 
Chemicals 
Writing ink 
Castor oil deriv 
‘Twist drills 
Venetian blinds 
Chemical finishes 
Oil burners 
Industrial filters 

Oll tanks and pumps 


tives 


Food processing 


do 


Papioca rice 


Hotel furnishings 
Pharmaceuticals 
do 


Construction machinery 

Machine tool 

Carbon black 

Automatic screw machines 

Stainless steel valves 

Dictaphones 

Miners lamps 

Farth-moving equipment 

Clocks and watche 

Drill chueks 

Hotel oper 
do 

Food processing 
do 

Machine tools 

Control measuring 


ition 


Instrument 


Metal spray equipment 
Publishing 
Regulating strument 
P int weul Uaa 
Publis! 
Oil burners 
Home appliance 
Pharmace 

hibl 
Catal t ! leum refit 
i ce XN 1 1a 


195 
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Continued 


‘onverti- 


bility 





200. 


19 
Va 


192 
9, 


049, 
06 


Til, 


, 857, 


ty, 
10) 
O25 


i? 
53. 
sO 
2A0 
OU. 
650 
436 
4M) 
374, 


278 





000 
300 


, 140 
2, 000 


5, 000 


O00 
000 
750 
O85 


512 


, 000 


O00 


, 458 
), 000 


835 
OOO 


0, 000 


OOO 
OOO 


O00 
40) 


600 
ROS 
150 


913 


565 
000 
000 
500 
HO) 
000 
OOO 
500 
000 
350 
100 
OOo 
514 
157 


, 365 


. O00 


7H 
(wit) 


OOO 


5, 000 


1Y 


1 


70 
00 


O00 


FA) 


Expropria- 
tion 


, OS3, 662 
, 372, 000 


6, 000, 000 


50, 000 
105, 000 
1, 320, 000 
17, 000 
19, 800 
26, 256 


50, 000 


200, 000 


1, 788, O56 
240, 000 


250, 000 
1, 992, 000 


2, 242, 000 
150, 000 


10, 201, 108 








MUTUAL 


ExursitT C.- 


Austria 
Oil distribution ! 
Vibratory equipment 


Total 


Belgium: Portable bag closer 


Bolivia 
Gold mining 
Petroleum 
Oil exploration 
Motion picture productior 
Petroleum exploration 
Forestry products 








Total 


China 
Airline operations 
D iry processing 


Total 


Colombia 
Pencils 
Coffee 
P ind chemicals 
Pulp and paper 
Tin can equipment 
Metal stampings 
, alloys 


processil 











t 





Vietal ores and 








Soap pl wnt 

Ph aceuticals 
Office building 
Calcium carbide plant 


Total 


Costa Ric 
Agriculture 
Agriculture. 


Total 
Denmark: Dairy processing 
Total. 


Ecuador: 
Paint and chemicals 
Plastics. 


Total. 


France: 
Carbon black 
Plastics 
Automobiles 
Automobiles... 
Latex products 
Styrene monome! 
Welding equipment 
Automotive equipment 
Aluminum production 
Gasoline storage facilities 
Rental of vehicles 


Total 


Germany: 
Aircraft parts manufacture 
Carbonated beverages 
Plastics 
Optical instruments 
Space heaters and distributors 
Farm implements ' 
Automobiles and trucks ! 
Food processing 


See footnote at end of table. 
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210, 000 
25, 000 


, 235, 000 


50, OOO 


50. O00 


100. OOO 


75. 000 
Ope n 
500, 000 


500, OOO 
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S00) 
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800. 


, 714 


500) 


Dr 
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5, O00, 
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, 000 
O00 
, OOO 
OOO 
OOO 
, 000 
, OOO 


5, 000 


OO) 


OO) 


, 000 
wn) 
000 
100 
, 000 
000 


HOO 


2 000 
+, HM 
2 

1, 000 
0 

3 ”) 
4 uN 
TO) 
+) 
SH 
Si 

) 

> 
yh) 

64, 000 
~ 

{) 

71, 147 
» 40) 
() 

i} 

11, 000 
12 lt 
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as of May 31, 1957—Continued 


Country and product 


German y—Continued 
Food processing. 
Food products 
Food processing ! 
Food processing ! 
Hotel operation. 
Patient lifts 
Dairy products 
Dairy products 
Business machines 
Business machines 
Powder actuated tools 
Optic il tools 
Twist drills ! 
Dairy products 


Total 


Greect 
Oil refinery 
Barite mining 
Asbestos mining 


Total 


Guatemala 
Mineral exploration and development 
Lumber products 
Lumber operation 


Total 
Haiti: Flour milling 
Total 


Israel: Hotel development 


Pharmaceuticals 
Pharmaceuticals 

Seed breeding 

Motel 

Plastic products 
Petroleum refining 
Hotel management 
Petroleum refining 
Hotel operation 
Agricultural fungicides 
Color film manufacture 
Petroleum 
Manufacture of machinery 
Plastics 


Total 
Japan 
Engineering service 
Industrial chemicals 
Hotel operations 
Scientific equipment 
Total 
Jordan: Oil exploration. ‘ 


Total. __- = , 


Netherlands: 
Houseware and baking products 
Machine tools ! 
Elevator equipment ! 
Oil tanks and pumps 


Pe vakiccaseevas oe 


See footnote at end of table. 





| 
| 
| 
| 


Converti- 
bility 


$1, 958, 220 | 
490, 000 | 


470, 460 


235, 230 | 


960, 000 
10, 000 

3, 500, 000 
382, COO 
144, 000 
50, 000 


40, OOO 


7, 200, 000 
137, 000 


30, 829, 970 | 


Open 
120, 000 
10, 000, 000 


10, 120, 000 


600, 000 
325, 000 
Open 


925, 000 
1, 000, 000 
1, 000, 004 

100, 000 


100, OOO 


80. OOO 


1, 520, 000 
420, OOO 
300, 000 
70, 000 

10, 000, 000 

1, 750, 000 
155, 000 
500, 000 
600, 000 

3, 960, 000 

2, 000, 000 

1, 280, 000 
500, 000 


23, 535, 000 


125, 000 
1. 688, 000 
750, 000 
125, 000 


2, 688, 000 


350, 000 
1, 048, 000 
Open 
200, 000 


, 598, 000 


1957 


Ex] 


$1 


ropria- 


tion 


, 958, 220 
490, 000 
470, 460 
235, 230 
960, 000 

10, 000 
500, 000 
191, 000 
144, 000 
50, 000 
40, 000 

10, 000 

, 200, 000 
137, 000 


605, 107 
Open 


120, 000 
, 350, 000 


470, 000 | 


300, 000 | 
325, 000 | 
Open 
625, 000 | 


. 000, 000 


100, 000 


100, 000 


240, 000 
57H. OOO 
420. 000 


LAD, 00 


875, OOO 


500, 000 


. 230, 000 


, 000, 000 | 


. 000, 000 


000, 000 | 


500, 000 


, 491, 000 


125, 000 
158, 000 


750, 000 | 


50, 000 


, 083, 000 


750, 000 


750, 000 


350, 000 | 


540, 000 
Open 
100, 000 


990, 000 | 
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Total 


$3. 


18, 


, 916, 440 


989, 000 
940, 920 
470, 460 


, 920, 000 


20, 000 


, 000, 000 


573, 000 
288, 000 
100, 000 
80, 000 
10, 000 


, 400, 000 


274, 000 


» 435, 077 


Open 
240, 000 
350, 000 


. 590, 000 


900, 000 
650, 000 
Ope n 


, 550, 000 


, VOD, O00 


“ 


000, 000 


200, 000 


200, 000 


20, OOO 


, 096, 000 


S40, O00 
450, 000 
70, 000 
000, 000 
, 000 
, 000 
1, GOU 
600, 000 





», 190, 000 
4, 000, 000 
, 280, 000 
, 000, 000 


, 026, 000 


250, 000 


, 846, 000 
, 500, 000 


175, 000 


3, 771, 000 


750, 000 


750, 000 


700, 000 


, 588, 000 


Open 
300, 000 


588, 000 
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ExXuIerr C 


ind products 


Pakistar 
Jute bagging 
Construction engineering 


rT 


Total 


Peru: 
Confectionery products 
Food products 
lelephone equipment 
Caustic soda 
Sugar estate 
Sugar centrifugals 
Cloth-finishing plant 


Total. .... 


Philippines 
Intravenous solutions 
Dairy products 
Lumber operation 
Lumber and lumber products 
Rubber products 
Metal ores and alloys 
Metal containers 
Pharmaceuticals 


Spain 
Cornstarch 

Industrial chemicals 
Water-treatment compounds 
Pharmaceuticals 

Metal containers 


Tota 


Thailand 
Catalytic cracking 
Dairy products 


Total 


Turkey 
Pharm 
Petroleum refining 
Glycerine and soaps 
Oil refinery 
Truck manufacture 
Rubber products 
Hotel operations 
Lamp manufacturing 


aceuticals 








Wast il refining 
Oil refinery 
Tourism 
P n 
P tion 
( 
Pe eum (piora ) 
Tota 
Ivy 1 i j 
Mact 
Plast 
M hir S 
A crew ma n 
( hite products 
P} nhic equipment 
4 su 
Food pi ' 
Air ga 
I roc 
' 
I 
(y d tal 
’ 
\ qu i iT-TiSK larant 
N iza Ti i oO! for ex! t T 
t ilso requested w k I 
‘these projects w be eligible for wa } t 
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$3, 000, 000 
3, 000, 000 
1, 800, 000 
74, 000 
4, 575. 000 
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120. 000 
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ts ExuHipir D.—I/ncome and expense 
Income: 

Fees collected; beginning of program through May 31, 1957____- $1, 931, 691 

Fees collected ; 12 months ending May 31, 1957__------- adie 409, 004 

Fees collected; previous 12-month period__-_----_-.----------- 314, 381 

Losses to Mar. 31, 1957 aabiiaoniiits None 


000 Expense: 
000 Operating costs; current annual rate: 
000 ICA si aagbalieie diate ia ssi a ia ag aces ssh aka hes eaiith hs Uae cag tad deadiae bias 790, 000 


Export-Import Bank___- caked * 12, 000 


000 ne t- Viele ee 

000 DCN Coulee eo  cieleeiig toed eae beet aeonee 102, 000 

ao Includes (ad) salaries of guaranty staff, (b) estimated salaries for legal and accounting 

000 support, and (c) $15,000 overhead allowance. 

"000 2Estimated Export-Import Bank service charges based on time plus overhead factor. 

una Administrative costs are about 25 percent of last year’s fee income. It is 

, 500 estimated that these costs will come down to about 15 percent of income when 
$200 million of contracts are in force and to about 10 percent when $800 million 

000 are in force, 

), 000 ‘ j / 

430 Mr. Carnanan. Are there any questions / 

000 Mr. Vorys. I have been over this statement and the tables furnished 

oo with it. It is about the most encouraging statement we have ever had 

, OO ° » ° 

1, 000 on guaranties. I just have one question, Mr. Warden. What is the 

a increase in dollars, and percentagewise, in applications, and processed 

applications, and gu: = ant ies since you took over this job? 

000 Mr. Warven. Mr. Vorys, I would like to submit that. I have asked 

S 500 my oflice—we ordinar nly make up tp reports on a quarterly basis. 

y, ae I took charge of the office I believe last August 20 and I am trying to 


get my September figures for you and we will give you those. 
— Mr. Vorys. All right. 
5, 000 (The information is as follows:) 
oo The dollar increase in applications after Mr. Warden took over: $161,558,383 
5, O00 or 34 percent. 


The dollar increase in guaranties issued is $26,455,329 or 22 percent. 
“pe Mr. Vorys. I want to congratulate you on this. 
0, 000 I call the committee’s attention to an item on page 8: 
oo The less-developed areas have shown a decided and healthy rise in application 
32, 000 volume from $145 to $364 million in the last 17 months, an increase of 151 
20), OOO percent, 
$4,000 ; , : foe 
00, 000 I have no further questions and certainly no criticisms, and I want 
83, 784 to commend you and your associates. 
oes Mr. Carnanan. Mr. Coflin—— 
£0, 000 Mr. Corrrn. As a new member, I would like to have the witness ex- 
29, 930 plain briefly the program and what this is all about. 
Mr. Warpen. Our job is a fairly simple one. What we are trying 

00, 600 to do is encourage the private investors in this country, the companies 
1), 000 able to do foreign business, to build up foreign DE ints, to invest abroad 
on aap and to establish plants in these foreign countries. It started out in 

On Western Europe. Our great interest now is to move the same capital 
562, 500 and the same technology into the more under deve loped areas, 
728, 000 Now, to do this, we tell the investor, “If you place your money in 
500, 000 that country, we will insure that you can convert your earnings back 
697, 500 into dollars, and if you want to bring your prince ‘ipal back at some 
849. 787 later date, you can also bring your principal back into dollars.” 


i 92522—57—pt. 6 21 


yn open 
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Furthermore, we say this, that “In the event you are expropriated, 
your property confiscated, that we will make you whole on your in- 
vestment.” 

This last year there was additional guaranty authority given to us 
that we can insure against the risk of the loss to physical property 
that might come about through the destruction of war. Those are the 
three guaranties that we are using and they appear to be effective in- 
ducements to private investment. 

Mr. Vorys. If you gentlemen would yield, I would like to inform 
him that all three of these guaranty programs originated in this room, 
They went through the House. We have had battles year after year 
with the other body in conference. We have also felt that there was 
some foot-dragging on the use of any of the guaranties. In the past 
couple of years the thing has taken a tremendous boom, and I choose 
to lay part of the credit to a more lively and effective administration 
of this part of the law that many of us for years have set great store by. 

Mr. O’Hara. Mr. Chairman, someone informed me that one of the 
parents of these plans was the distinguished gentleman from Ohio. 
Am I right in that? 

Mr. Vorys. I always try to get somebody else to say that and then 
modestly admit it. If I claimed it, I would have some competitors. 

Mr. Burieson. He admits it until losses begin to occur or some- 
thirig goes wrong. 

Mr. Sairu. I wanted to put this on the record, Mr. Chairman. The 
gentlem: an from Ohio has led the fight for this very program and he 
is entitled to the credit, and the brickbats, if they follow, and we hope 
they won't. 

Mr. Vorys. When the losses come up, I will point out some others. 

Mr. Smiru. I would like to raise this question with the witness, Mr. 
Chairman, if I might: I think certainly if we can get private investors 
to interest themselves in these projects abroad, it is much more desir- 
able than having this a government-to-government operation. 

Are the requests for the guaranties coming from the private in- 
vestors? They are actually making those requests, are they / 

Mr. WARDEN. Yes, sir. We do no advertising, sir. We do our best 
to explain to the banking community and to the others who are in 
contact with private investors but by now [ think you ean safely 
assume that the great majority of the potential investing community 
knows about this program. T hey eome tous. F rankly , sir, we haven't 
the time to actually go to them because we have so much work of our 
own to do. 

Mr. SmirH. Now, then, the request for this American money, do 
these requests come from governments abroad, or from individuals? 

Mr. Warpen. From private companies. This is strictly a private 
operation, throughout. 

Mr. Smirn. Fine. I am glad to hear that. 

Now, then, are you familiar with the proposal in the present. bill 
on the development fund that has been suggested @ 

Mr. WarpEN. Somewhat, sir, yes. 

Mr. Surru. Do you think your program will be in any way jeop- 
ardized, the effectiveness of i1t—and it seems to be going very well 
at the present time—by a so-called soft-money program 

Mr. Warpen. Well, I don’t know about the soft money aspects but 
I would say this, that anything that is done that will help additional 
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private investors, either by loans or any other method that is used— 
and sometimes it might mean only an assurance of a loan—to our mind 
will make a tremendous difference. Because, mind you, at the present 
time these investors have to put all their own money into these projects. 

Mr. Smiru. Yes; but if these investors feel they can get money at 

a little better price, or that the requirements are not going to be as 
rigid as they are with private concerns, do you think that that has 
any influence upon the market situation ? 

Mr. Warpen. It might have a slight temporary effect, in that a 
private investor might ‘think he can do a little shopping around, but, 
sir, we have had that kind of shopping around with all the Govern- 
ment institutions and international institutions who are potential 
lenders. If present trends continue we will probably have something, 
on the order of a billion dollars in applications within 6 or 8 more 
months. 

Now, no kind of money that is going to be available under this fund, 
I think, could compete or give them any encouragement that they 
could get any particular or great amount of help to supplant regular 
sources of capital. In the long run they will have to depend upon 
themselves and put their own money into this. 

I think what this might do is make some deals work which are at 
present just on the verge of being able to go or not go. In short, I 
think this is going to be a good thing. I think it is going to help us 
and we will do more guaranty business because of it. 

Mr. Smirn. There are some men in the business community who feel 
that it is going to wreck Export-Import bank operations, because. why 
go to the Export-Import Bank when they can come to—we will just 
say here we have two windows, a soft-money window and a hard- 
money window. Now, those who want money, where are they going 
in the ordinary course of events; are they going to go to the hard- 
money w indow and say “We'd like money from you under your terms 
and ¢ onditi ions” or are the “Vv going to line up at the e: usy-money window 
and say “We will go to you”? 

U nder that kind of an operation, assuming I am correct, and I m: Ly 
be a way off base, I think that would seriously impair the operations 
of Export-Import Bank, and the agencies we have today which are 
doing a good international business. 

Mr. Warven. As I understand, the development formula will not 
be in a position to compete with that kind of hard money that you 
get out of the Export-Import Bank. 

The development fund must go down and take care of those really 
tough and difficult situations which the bankers won’t touch, 

Now, if your question is directed to, in general, whether these es- 
tablished institutions, such as the E xport-Import Bank or the Invest- 
ment Guaranty Program, whether they are going to be hurt, T look 
on the development fund with a tremendous amount. of enthusiasm, 
because I see—and my associates see—and we have direct, often first- 
name acquaintance with some 125 or 150 of these investors, and we 
know what these problems are. We know sometimes just a little bit 
more encouragement will make the deal. It is that sort of thing I 
see ahead of us in the development fund. I look upon it as a sort of 
a bridging over from the “just almost possible” deals, to the possible 
deals. 
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Mr. Smrru. I notice here on the first page of your statement, Mr. 
Vorys called my attention to it, that the applications in process for 
convertibility and against expropriation totaled $519 million, with an 
additional total of $118 million in tentative war-risk applications, rep- 
resenting a gross increase of 133 percent since December 31, 1955 
That, of course, is a tremendous statement, I think. 

Thank you, Mr. Chairman. 

Mrs. Bouron. Mr. Chairman, may I just say it is perfectly delight- 
ful to have such an enthusiast as a witness. 

Mr. Carnanan. Mr. Judd. 

Mr. Jupp. Last year I tried to get an amendment in to increase the 
authority to make these investment guaranties. At that time you 
had applications way above the total amount. Maybe the House 
accepted it and the Senate didn’t—I haven't looked it up—anyway, 
we didn’t get that increase. 

Do you need increased authority now when you have applications 
totaling $519 million ? 

Mr. Warpen. We have always worked on the basis, sir, of playing 
completely fair in that we are not going to ask for authority if we 
don’t need it. We don’t think we are going to need it for the next 
12 months. 

Mr. Jupp. That is all I wanted to know. 

Mr. Vorys. We did get an increase last. ve: Ee 

Mr. Jupp. We got it through the House but it was thrown out in 
conference, wasn’t it? 

Mr. Warpen. We got it. 

Mr. Jupp. That is right. The year before we tried and couldn't, 
and last year we did get it. 

Mr. Carnanan. Mr. Burleson. 

Mr. Burirson. Mr. Chairman, may I ask Mr. Warden what con- 
sideration is given, if any, to tax advantages on these investments? 
For instance, in oil exploration and refineries. As I understand it, 
those investments are given a 14-percent tax advantage, and then 
also in the case of exploration and production of petroleum, they 
have the sche antage of de pletion allowance. What conside ration, 
if any, is given to these arrangements in your guaranty negotiations ? 

Mr. Warpen. I don’t think we are concerned with that because our 
only task, sir, is to—we will—let me correct the early part of that 
statement. 

Our task at first is to convert earnings. It is a limited contract. 
We have issued one contri ict on oilexploration. It was one of the most 
interesting pieces of business we ever did. It was in Jordan, at the 
height of ‘the difficulties. However, if it should ever come to a ques- 
tion of expropriation, I think you will find that we have drawn the 
string e xtremely tight, so the only recovery a company could get would 
be the book value, after all writedowns and whatever the tax advan- 
tages have been. I assure you that is a hard-written contract. 

Mr. Carnauan. Mr. O'Hara 

Mr. O’ Hara. My interest in this goes back to the S1st Congress. It 
was then sought to provide insurance against instability of govern- 
ments. That would be guaranteeing the stability of an existing gov- 
ernment of a country in which American capital was invested. It 
seemed to me a very dangerous field and one in which we should be 





ac 


ee 


ts 


[r. 
or 
an 


ip- 


5. 


he 
ou 
ise 
Ly, 


ns 


ng 
we 
Xt 


in 


n't. 


On- 


it. 
nen 
hey 
On, 
ns 
our 
hat 


act. 
10st 
the 
wes- 
the 
uld 


yan- 


It 
er'n- 
YOV- 

It 
1 be 





MUTUAL SECURITY ACT OF 1957 1271 


extremely cautious to avoid the appearance of interference in the 
domestic affairs of another nation. 

You are not guaranteeing the stability or instability of a govern- 
ment ¢ 

Mr. Warven. I don’t think we have any aspect of that. Asa matter 
of fact, we can’t even get into such things as insurrection, or anything 
of that sort. I have not heard the comment made recently, but I am 
aware of those comments. 

Mr. O’Hara. That was back, I think, in the Ist session of the 81st 
Congress. The matter came up before the Banking and Currency 
Committee. A joint statement was made by State and Treasury and 
I think one other department of Government clarifying our national 
position. I take it from your answer that you are not going into that 
field at all? 

Mr. Warpen. Not that I am aware of. 

Mr. Jupp. We tried in conference every year to get in “war, revolu- 
tion and insurrection.” Senator George always objected to it, and 
last year he said “I’m leaving Congress anyway, and if you folks want 
it, go ahe ad.” 

His objection was this: He said, “If you have a big American com- 
pany over there that has a big investment and it is losing money on it, 
some companies are ruthless enough that they will organize an insur- 
rection so they can get their money back through the guaranty. 

He took that position year after year, and we never could get him to 
yield. He was originally against the whole guaranty progr: am, but he 
went along on the convertibility and the confiscation guaranties, but 
he wouldn't go along with war and insurrection, until he finally agreed 
to include war. 

Our argument was that we have to appropriate funds to do a neces- 
sary job. If we can get private sources to use their own money, we will 
not have to use ours, unless the prescribed situation develops, but if we 
do, we are no worse off than if we had put it up in the first place. Soa 
guaranty can’t cost the taxpayer more, and may cost him much less. 

Mr. O'Hara. I hope we will never get back to the period when Amer- 
ican guns protected American dollars. We have had too much of that 
in the past in Latin America. 

Mr. Vorys. Let’s make it clear. This thing never came before the 
Banking and Currency Committee. There is an Export-Import guar- 
anty that came up there. But last year we had in “war, insurrection 
and revolution.” Nothing is left but “war,” and if you will note in 
Mr. Warden’s statement, on page 3, they tell how the guaranty draws 
the distinction, so there is no danger. You can relax. 

Mr. Corrin. What are the pros and cons of broadening this to in- 
clude a devaluation guaranty ? 

Mr. Warpen. That, sir, is a difficult question, and I certainly wish 
I knew more of an answer to give you. In the first place, we have had 
a number of inquiries asking us to go into a devaluation guaranty. 
The business community itself has not made up its mind as to what it 
wants. There were discussions in the National Foreign Trade Con- 
vention which said this: “Let us at least, on dividends that are already 
in the bank and about to be sent to our home offices, give us some 
protection on those against an overnight devaluation.” 
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That didn’t seem perhaps too unreasonable. But yet another man 
will tell you that “If I stay in that country and there is devaluation 
and I am trading continually in commodities, I gradually readjust 
my assets and I don’t have losses,” but you will find, as I did in one 
recent meeting where there were about 50 persons, the opinion was 
about split. But it is true, sir, there are some people who have been 
hurt—some investors who have been hurt by currency depreciation, 
and we have no way at the present time of protecting those peonle. 

Mr. CarNanan. If there are no further questions, we will ask 
Colonel Critz to come up. Do you have a further statement you 
would like to make ? 


STATEMENT OF COL. H. H. CRITZ, DEPUTY DIRECTOR, OFFICE OF 
PROGRAMING AND CONTROL, INTERNATIONAL SECURITY AF- 
FAIRS, DEPARTMENT OF DEFENSE 


Colonel Crrrz. Mr. Chairman, I have no prepared statement to 
offer to the committee. I am he re to answer any questions in con- 
nection with the statement of Mr. Campbell, the Comptroller General. 

The Department of Defense has worked closely with the Comp- 
troller General in his various investigations and has included in his 
report the actions we are taking to correct deficiencies which he has 
found. 

On that basis, sir, I am prepared to answer questions that the 
committee might have. 

Mr. Carnanan. On page 20 of Mr. Campbell’s statement where he 
is dealing with offshore procurement, the paragraph numbered 3 there 
is a statement: 

We determined that substantial quantities of undelivered military end items 
amounting to about $118 million were being procured in the United States and 
through offshore procurement in excess of residual military assistance program 
requirements for recipients in the European theater as defined by the United 
States Joint Chiefs of Staff criteria. 

Would you care to comment on that ? 

Colonel Crirz. We establish certain rates of fire per day for all 
calibers of ammunition used by our forces of our allies. About 5 years 
after the program was underway, the United States decided uni- 
laterally to change its own rates of fire for these same we: ipons, and 
the result was a reduction in all instances of the rates of fire, and 
through our unilateral determination, we also ‘ate the rates we 
would supply to our allies in Europe. 

Against that we had already initiated procurement on the old rate 
but under the new rate it shows as an excess. Since then we have 
been in the process of leveling off the supplies of ammunition to the 
new rate. It was not done intentionally, it was done unilaterally by 
the United States reducing the rates of fire. 

Mr. Carnanan. There was a discussion that there should be 
a Joint Chiefs of Staff force goals ceiling, as I understand it, in money. 
That was a recommendation. 

T had thought that on the usage rate and the time phasing, the 
tendency was to get away from gearing everything to long term force 
goals, but considering what could be done in a reasonable time with 
the money you sought each’ year. 
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Colonel Crrrz. The Comptroller General’s statement was that our 
force objectives were for eventual long-term goals where we would 
hope to get the forces of a particular country, whereas he believed it 
would be more realistic to have, you might say, a short-term goal, in- 
termediate, year by year. We in effect have that procedure today. 
Our long- sie goals established by the Joint Chiefs of Staff are for 
the purpose of establishing what we believe that country should have 
in the way of armed forces. 

In our programing we do exactly as you say. On a time phase 
basis, we take into consideration what the countries can do in the way 
of buildup of forces, and we build up toward that capability, as op- 
posed to the overall. In other words, they may next year reach only 
half of the objective and we will program only toward the half and not 
toward the entire objective. 

He also brings up in the latter part of his statement, sir, that—I 
believe there is the point you have in mind—we should price out to the 
fullest extent the entire cost of the anticipated program so that we 
could give to the Congress estimated costs for the accomplishment of 
that pi irticular countr y’s force objectives. 

We have sp rapes. to do that on several occasions in the past and 
have found it unrealistic for several reasons. As you know, the 
buildup and maintenance of forces is evolutionary in character, as 
opposed to revolutionary. In some instances if we priced out for 
forces 3 years hence, we may change the equipment entirely. For ex- 
ample, we now are programing weapons with nuclear capabilities. 
We did not program that 2 years ago. 

Any guess or estimate that. we should make for long-term total cost 

vould be unrealistic. So our estimates were based on programing on 
a time phase basis against those force which we believe the countries 
may succeed in raising those forces. 

Mr. Vorys. I can remember when we had presented to us a long- 
term force objective for NATO [security deletion]. 

Colonel Crrrz. That was the Lisbon agreement, sir. 

Mr. Vorys. Hindsight shows that that was just a dream. 

Now, it seems to me that, so long as we can ti ake care of our security 
and the peace of the world for 2 or 3 years ahead, to attempt to plan 
out long-term ideal programs for every country all over the world, 
and then start to have those as goals, would be a mental exercise that 
wouldn’t be very valuable. 

Colonel Crrrz. Mr. Vorys, our present procedure is that we ask the 
Joint Chiefs of Staff this year for realistic estimates of forces for 
1960. So that, in our program for fiscal year 1958 and 1959, we do not 
program toward forces that will exceed those in 1960. That is about 
as far as they can realistically go, as you have just stated. That is our 
basis for planning at this time. 

Mr. Vorys. Thank you very much. 

Mr. Carnanan. Mr. Coffin. 

Mr. Corrtn. I have a question, Colonel Critz, on the unliquidated 
obligations in the European area. 

[Security deletion. | 

Mr. Carnanan. Are there further questions ? 

We thank you very much, Colonel Critz. 

Next we have Mr. Jack Ohly, Assistant Director for Programs, 


ICA. 
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STATEMENT OF JOHN H. OHLY, ASSISTANT DIRECTOR FOR 
PROGRAMS, INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. Carnauan. Mr. Ohly, do you have a statement or comment 
you wish to make ? 

Mr. Ounty. I would like to speak very briefly and informally on be- 
half of our request for the authorization for an appropriation of $300 
million for a category of aid which we have denominated “Special 
assistance.” This authorization is provided for in section 400 of the 
proposed bill and the category of special assistance is discussed at con- 
siderable length in the nonregional volume of the presentation book 
at pages 65 to 73. I will just try to hit a few of the high spots, be- 
cause I think the exposition in the book is rather comprehensive. 

Unlike some of our other requests, which are for continuing authori- 
zation without a monetary limitation, this is a request for annual 
authorization in fiscal year 1958 of a specified amount. Also, unlike 
some of our other requests, the funds sought would remain available 
only during the fiscal year 1958—they would not, if they have not 
been obligated by June 30, 1958, continue available for obligation in 
fiscal year 1959. 

I think I should read the provisions of section 400 so that you will 
get a very accurate picture of exactly what it is that we seek this 
aid for. 

This aid is sought “for use on such terms and conditions as the 
President may specify,” first, “for assistance which is designed 
maintain or promote political or economic stability or,” second, “for 
assistance in accordance with provisions of this act which are ap- 
plicable to the furnishing of assistance under title 1,” which 
relates to military assistance and defense support, “section 304,” 
which relates to the furnishing of technical cooperation, “sec- 
tion 405,” which deals with assistance for migrants, refugees, and 
escapees, or “section 407,” which has to do with Palestine refugees. 

The $300 million requested under this section is designed to deal with 
2 different types of problems. In the first place, it is intended to pro- 
vide the money needed to cover certain programs which we now be- 
lieve will have to be carried out during fiscal year 1958, but which 
do not fit into any of the other categories of aid as we have specifically 
defined them. In these cases, the aid needed, while not for the sup 
port of military forces, at the same time cannot qualify under the 
definition of “technical cooperation” nor meet the standards of eligi 
bility that must be met in the case of any aid which may be provided 
from the development loan fund. For example, the aid may be for 
purposes of economic development, but under circumstances where 
the development loan fund would not be a satisfactory source because 
the prospects for repayment are so remote in the case of the recipient 
country that it only makes sense to give aid required on a grant basis. 

I take as an example the country of Nepal, which is situated on 


the border between China and India. We feel that, even though our 


aid to Nepal will be for development purposes, this aid should be 
on a grant basis, and, therefore, cannot be provided from the devel- 
opment loan fund. 

So the first purpose for which this $300 million is intended is to 
cover certain programs which we plan to carry out, but which do not 
fit within the definitions of other categories of aid that we have here- 
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tofore described to you. The specific programs which we have in 
mind are listed on page 66 of the volume that I referred to, and 
total approximately $100 million. I believe that each of these specific 
programs has been described by witnesses who have previously ap- 
peared before you—witnesses from the various regional areas or who 
appeared in support of nonregional programs—the malaria eradica- 
tion program, the Hungarian ‘refugee program, and so forth. 

Mr. Furron. Which book is that 4 

Mr. Outy. That is the nonregional book, Mr. Fulton. 

| Security deletion. | 

Mr. O'Hara. Many of my constituents are very sensitive about 
it. 

Mr. Carnauan. What is involved in the [security deletion] for 
Guatemala 4 

Mr. Oury. I think you are familiar with the whole history of de- 
velopments in Guatemala over the last 3 or 4 years. Given this back- 
ground and the current political situation in Guatemala, it was felt 
that, while some of this assistance might be properly denominated as 
assistance for economic development, it might be desirable to ex- 
tend this assistance on a grant basis. It was also felt that some of 
this aid might be for purposes that could not be classified as economic 
development. I think that either Mr. Rubottom or Mr. Atwood, 
when they testified before you on Latin America, went into that pro- 
gram in a little more detail. 

Mr. Vorys. Your request is still a request for $150 million transfer 
authority under section 401; isn’t that correct? The transfer au- 
thority under section 401, of $150 million, is still requested, isn’t it ? 

Mr. Onxy. Yes, Mr. Vorys. Let me describe the situation a little 
more fully. In the present mutual security legislation, section 401 
(a) provides that the President may annually utilize, in addition to 
any amounts that might be appropriated or made available under 
section 401 (b), $150 million of any mutual security funds without 
reference to any of the requirements of the Mutual Security Act or the 
Mutual Defense Assistance Control Act. Section 401 (b) authorizes 
the appropriation for fiscal year 1957 (and there was appropriated) of 
$100 million for use under the authority of section 401 (a). There- 
fore, during this year, we have, in effect, had (1) a reserve of $100 
million that could be used anywhere under these liberal conditions, 
plus (2) the additional right, under section 401 ( a), to use $150 mil- 
lion from any appropriations under the law. 

Mr. Vorys. Now, roughly speaking, the $300 million for special 
assistance is to take the place of the $100 million under 401 (b) ? 

Mr. Furron. Would you repeat that, please ¢ 

Mr. Vorys. Last year there was $100 million appropriated and $150 
million transfer authority for use by the President under rather 
relaxed conditions. This year, as I figure, there is $450 million under 
somewhat similar conditions, consisting of $300 million to be : appro- 
priated and $150 million transfer authority. 

Mr. Ouy. In part, you are correct, Mr. Vorys, but with a number 
of very important qualifications. I said that this section 400 which 
we are proposing derived from several sources, and that the $300 
million sought under it had 2 major components. One component of 
the $300 million represents an effort to cover programs which we pres- 
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ently plan on carrying out but that do not fit into these other more 
narrowly defined categories of aid, such as defense support and devel- 
opment loan fund, and these planned programs total $100 million. 
The second major component—roughly $200 million—derives from 
(1) section 401 (b)—to which you refer—the President’s general 
emergency reserve fund—plus one other very important souree—— 

Mr. Fuuron. What are you deriving from that President’s emer- 
gency fund? 

Mr. Oury. What derives from it this year? 

Mr. Furron. Yes. 

Mr. Onty. I was going to say that this second major component 
of the $300 million requested under section 400—and amounting to 
roughly $200 million—derived from two sources: First, the $100 mil- 
lion President's emergency fund which is available this year under 
section 401 (b) and, sec ond, approximately $100 million, which I shall 
presently describe, that is available this year under section 201 of the 
act, which is entitled “Development Assistance.” This section = 
was, in part, intended to cover the kind of things which, next ye 
will be covered out of the development loan fund, but it also i in- 
cluded—and, if you will go back into the legislative history of that 
section, this comes out very clearly—$100 million in contingency 
funds. We asked for these funds because of our anticipation that 
theré would be emergencies in the Near East which would have to be 
dealt with. Now, we have no separate provision of the foregoing 
character in the bill we propose for this coming year. Any special 
emergency aid that has to be provided in the Middle Eastern area 
during this coming year will have to come out of this spec ial assistance 
fund. So this $200 million—this $200 million portion of the $300 
million special assistance—reflects the $100 million special presidential 
fund of last year, and the $100 million contingency item included in 
the development assistance section of our legislation last year. 

These are the sources of the $300 million request that we are 
making. 

I would add, Mr. Vorys, because this ties in with your siesta 
that, under the legislation as we propose it, $100 million of this $300 
million could be used under the liberal waiver provisions of section 
401 (a), to which you referred, and which contains that special $150 
million provision to which you spoke. 

I could go on and discuss this whole program of flexibility and 
transferability. However, since I went into this problem at some 
length in the prehearings which you had several weeks ago, I think 
the only further thing that T need to say at this time is this: Based on 
(1) our past experience with respect to emergencies, (i1) the number 
of contingent situations for which we have made no provision, even 
though they are now on the horizon, particularly in the Middle East. 
and (iii) the fact that we are not sure whether, in reorganizing and 
regrouping our program under these new categories and definitions of 
aid, we have allowed enough under defense support to meet defense 
support needs, or whether we may have overestimated the extent to 
which the development loan fund could cover requirements in some 
countries which we know will have to be met somehow—based on all 
of those considerations, we believe that $200 million represents a 
reasonable reserve against which to work during this coming year. 
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I would like to mention just 1 or 2 of the contingent situations for 
which we have made no allowance, or where our allowance may be 
inadequate. Some of them are spelled out on page 70 of the non- 
regional volume of the presentation book. 

| Security deletion. | 

Mr. Vorys. There is something like $26 million aid for Israel that 
is unexpended out of prior programs, is there not? 

Mr. Onty. Probably something about that level, Mr. Vorys, but 
there would be a substantial amount in the case of Jordan, too, because 
substantial aid has been extended to Jordan in the last 6 weeks. 

Mr. Fuiron. Wasn’t the aid to Israel pretty much programed and 
obligated previously when it was cut off ? 

Mr. Outy. The aid program that has been carried out for Israel in 
1957 is similar in magnitude to the aid program which was — 
illustratively in our program presentation to Congress last yea 

Mr. Vorys. You have here for Israel, unexpended, $97 200,000. In 
the total obligations it runs to, it seems to me, $26.6 million, and of 
the amounts obligated there is $27,200,000 unexpended; is that right? 

Mr. Onry. That probably is right, because you will recall that the 
Israeli program was suspended, along with certain other Middle East 
programs during a good part of this year, these programs have just 
recently been resumed and so it is very likely that most of the funds 
involved are unexpended as of this moment. 

| Security deletion. ] 

Mr. Fuiron. The point is this, that at the time the aid to Israel 
was cut off, there was a certain programed amount that was going 
through the pipelines. ‘The amount that Mr. Vorys is speaking | of is 
aid that has already been programed, author ized, appropriated, and 
obligated for particular projects. 

Could I ask a question? How much is there in the authorization, 
appropriation, and pipeline for Israel that is not programed and not 
obligated as of June 30, or as of this time—June 26? That is the real 
question. 

Mr. Outy. Of fiscal year 1957, and prior-year funds? 

Mr. Fuuron. Yes, of both. 

Mr. Ouny. Nothing. 

Mr. Fuiron. That is the point I am making. There is really no 
extra money, because there is none of this date that is not obligated 
already. 

Mr. Vorys. It is money that Israel hasn’t gotten and that is obli- 

gated or programed to go that way. 

Mr. Furon. It is like the man who starved for 30 days. He’d 
better get his flesh back on before he is asked to starve another 30 
days. So maybe these programs are just making up the loss that 
Israel suffered, plus, as I understand, a tremendous drain on her 
foreign credits on the trouble that occurred with Egypt. 

Now, there is no doubt that the United States moved in and helped 
sritain because of her trouble with Egypt. The United States didn’t 
say to Britain that “because you have had a period where we might 
have disagreed with you, that we are going to make you pay for it.’ 

The United States immediately moved in and gave substantial 
aid in large magnitude to Great Britain. 

I am one of those people who was interested, as I believe Mrs. 
Bolton has been, in the development of this whole area in the Mid- 
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east. So that if there had been $100 million set up as a contingency 
fund in the 1957 fiscal year, and that has now not been used for that 
purpose, I feel that some consideration should be given to looking at 
maybe several of these countries to see what we can do to put them 
back mor e nearly on their feet. 

There is no doubt that Israel is facing a financial crisis within 
the next 90 days. I believe everybody would agree to that. Likewise, 
there is a problem with Israel where she is receiving 350 refugees 
per day, or at the rate of 100,000 a year, as of the month of June 
1957. 

I know that we in the United States will either have to pay for 
those refugees separately or else assist Israel in her refugee program. 
I would like to suggest to the Department that we look into that, 
to see if we couldn't assist Israel in keeping up that refugee pro- 
gram. 

Mr. O’Hara. Will the gentleman yield ? 

Mr. Furton. Yes, I yield. 

Mr. O’Hara. I might supplement what the gentleman from Penn- 
sylvia said by pointing out that after Suez, the Export- Import Bank, 
in violation of every rule that it had followed up to that time, made 
a commitment to Great Britain of $500 million. 

Mr. Fuuron. That is what I was speaking of. I am glad you 
brought out the specific amount. 

Mr. Vorys. Could I ask a question along this line? 

In the President’s message of January 5, on the Middle East sit- 
uation, he said: 

Presently appropriated funds will be adequate for the balance of the pres- 
ent fiscal year ending June 30. I shall, however, seek in subsequent legisla 
tion the authorization of $200 million to be available during each of the fiscal 
years 1958 and 1959 for discretionary use in the area in addition to the other 
mutual security programs for the area hereafter provided for by the Con 
eTess, 

I want to know whether that $200 million is now included in the 
presentation you are making or whether we may expect a request 
in addition to this progr am ¢ 

Mr. Oury. The $200 million is included in the total program we 
are presenting here. However, as a result of the repackaging of the 
whole aid program, it was decided not to show this amount separate- 
ly, but rather to allow for it in determining the size of (a) this 
special assistance category that I am now talking about and (bd) 
other categories of aid which have been previously described to 
you. 

Mr. Vorys. So that whenever we attempt to cut the special assist- 
ance or the development fund or defense support we are monkey- 
ing with some part of that $200 million. 

Mr. Outy. That is correct. 

Mr. Fuuron. In this program of nonregional aid of which we have 
been speaking, is it possible to have est: ablished the trade schools under 
the mutual security program for the Arab refugees, in which I am 
deeply interested ? 

Mr. Outy. It would legally be possible, Mr. Fulton. 

Mr. Furron. Is it possible for the Department to come up with an 
estimate of what they can do on satisfying the deficit that is left by 
the UNWRA program for these refugees, where I understand there are 
10 to 20 applicants for everyone of these spots in the trade schools. 
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As a matter of fact—I will finish with this—when we educate these 
young people they immediately leave the refugee camp and are offered 
jobs and are gone from the support of the refugee camps supported 
by the United States and the United Nations. 

If we have to wait to try to resettle them, it will cost us between 
$400 and $1,500 a person to resettle them and for transportation costs. 
Now I feel it is a very wise program to try to develop a supplementary 
program outside of the United States, contribution to UNWRA in 
this area to implement these trade schools on a temporary basis and 
expand them. 

I believe, Mrs. Bolton, you are in favor of that trade school program, 
are you not! 

Mrs. Bouton. I believe it to be a very hopeful endeavor although I 
am certain it must be very carefully done, Mr. Fulton. 

Mr. Ouny. Could I just assure Mr. Fulton that the proposal will 
be looked at very carefully. I can’t comment on it myself. I don’t 
have the firsthand information. 

Mr. Fuuron. The method must be yours, but it certainly is a fine 
substitute for a resettlement program that everybody admits is not 
working. And especially when we have $23 million left over from 
the Arab refugee program from the current 1957 fiscal year that we 
haven't got spent for resettlement. 

Now if there is an alternative method where these fine young people 
can get a trade and get out and get to working in the area, I think 
it is one of the most stabilizing factors that we can have and will 
furnish a friendly feeling from all of those families to the United 
States of America. 

Mr. Carnanan. Mr. Gordon. 

Chairman Gorpon. In page 6 of the nonregional book you say, 
“Other Latin American programs, $4 million.” 

What countries are included 4 

Mr. Outy. I think you will find that in your Latin American book. 
Those programs are of two types. 

y deletion. | 

Chairman Gorvon. It is special assistance ? 

Mr. Onxy. Yes. Then there are a number of miscellaneous pro- 
grams which I could go into but which are described in the Latin 
American volume of the presentation book. 

Chairman Gorpon. Is there any special assistance planned for 
Spain ¢ 

Mr. Oury. Mr. Gordon, this year our program for Spain will prob- 
ably be between $70 million and $75 million. What it will be will 
probably be determined today or tomorrow. 

| Security deletion. | 

Chairman Gorpvon. Thank you. 

Mr. Corrin. I want to go into two points, Mr. Ohly. You said a 
little while ago that you thought a reserve of $200 million was neces- 
sary for various reasons which you have gone through. You used 
the figure of “200” rather than “: 300.% I thought that this was a fund 
of $300 million. 

Mr. Oury. The request for special assistance is a request for $300 
million, but $100 million of this $300 million is already set t aside 
against specific programs that we now expect will be carried out, 
and, thus, does not represent a reserve. 
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Mr. Corrin. That is on page 66, that $100,100,000. 

Mr. Outy. That is correct. The programs shown are illustrative 
programs, but we believe that programs of this magnitude will cer- 
tainly be needed in the countries specified and for the other purposes 
indicated. 

Mr. Corrry. I was also surprised in your answer to Mr. Vorys to 
hear you indicate that the $200 million the President was talking about 
is not wholly in this $300 million special assistance fund but some part 
of it is in other programs. I have thought of this $300 million fund 
as the emergency fund that covered what the President had in mind 
in his address upon the occasion of the Middle East resolution. 

Mr. Outy. I think my answer to Mr. Vorys, was the correct answer. 
When we repackaged the whole program by creating a development 
loan fund, narrowing this definition of defense support, and estab- 
lishing the special assistance category we made allowance for that 
$200 million by including appropriate amounts in each of the dif- 
ferent categories rather than trying to lump the entire $200 million in 
this speci: al assistance category. 

Mr. Corrtn. Then the understanding is wrong that this $300 mil- 
lion fund is not the same kind of troubleshooting fund that the $200 
million was that the President was talking about ? 

Mr. Onty. $200 million of this $300 million is for emergency and 
unforéseen troubleshooting types of things that may come up but it is 
not linked to the Middle East. It extends far beyond the Middle 
ast. As I said to Mr. Gordon, it would apply to Spain. 

Mr. Corrin. The President was just talking about the Middle Kast 
when he referred to $200 million ? 

Mr. Onty. That is correct. 

Mr. Corrrn. From what I gather of the law as it now stands, we 
had $100 million in section 401. We had $100 million in 401 (b) and 
we had transferability of $150 million in 401 (a); is that correct ? 

Mr. Outy. That is correct. 

Mr. Corrrn. To the extent as the President saw necessary, without 
restriction. 

Mr. Outry. Without reference to any requirements in the Mutual 
Security Act, itself. 

Mr. Corrin. That is total availability of $250 million under the 
act as it now stands. 

Mr. Outy. Yes. I should, however, supplement what you have 
said, because I think all the facts should be out on the table. In 
addition to the provisions which you have mentioned, there is sec 
tion 501 of the Mutual Security Act which provides additional trans- 
fer authority. Under that authority the President may move 10 per- 
cent from any appropriation account to any other appropriation 

‘count, providing the account to which he makes the transfer is not 
increased by more than 20 percent. 

Mr. Corrix. Under the act as you propose it for fiscal year 1958, 
to what extent is there such transferability? Can you make a com 
parison? Can you say this coming year there will be less transfer- 

ability, or more? For example, it would be helpful on the floor to 
say that by virtue of the categories set up: Defense support, special 
assistance, loan fund, et cetera—that there is enough setup in each 
category and there actually is less flexibility, less looseness than there 
was last vear. Isthata fact? 
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Mr. Oury. Well, I think my answer to your question would be 
that in balance, the legislation which we are presenting maintains 
about the same amount of flexibility as the legislation which we now 
have. There are places where the statute tightens up on the use of 
funds and other places where it gives us more leeway. 

Now to illustrate: the $500 million which we are requesting for the 
development loan fund is not subject to the transfer provisions at 
all. In other words, we exclude the development loan fund from 
the application of section 401 (a) and from the application of section 
DOL. We would not have any ight under the new law to take money 
from the development loan fund and to use it for something else. 
Similarly we would not be empowered to bring money into the 
development loan fund by use of such authority. 

On the other hand, you should be familiar with a step in the direc- 
tion of increased flexibility which might have escaped your notice. 
Last year, defense support was divided into 4 separate appropriations, 
| for each of the main geographic areas. This arrangement limited 
us to spending a certain amount in Europe, a certain amount in the 
Near East, a certain amount in the Far East, and a certain amount in 
Latin America. 

Mr. Fuuron. Would you pause there. That is the point I want 
to bring out, that the geographical provision is removed now on the 
development loan fund so they can operate any place they want in 
any amount they want all over the world. 

Mr. Outy. I was talking about defense support, Mr. Fulton. This 
year we are asking a single appropriation for all defense support 
which is not limited by geographic areas, so that, within the defense- 
support category, there would be somewhat greater flexibility from 
the standpoint of geographic coverage. 

Mr. Funron. Could we comment on that: By “title” there is no 
difference in transferability, but within the particular title, all the 
barriers are down on geography and on amounts. So it is a different 
kind of flexibility this time that is a very wide flexibility within the 
particular kind of a title. Ts that not correct? 

Mr. Oury. In the case of defense support that is correct, Mr. Ful- 
ton. In the case of military assistance and technical cooperation 
there is no change because there are now worldwide authorizations 
and appropriations. In the case of the development loan fund, its 
geographic coverage is somewhat broader than the coverage of the 
nearest comparable aid category although it isn’t really comparable 
namely development assistance—in that it covers Latin America as 
well as Asia, Africa, the Far East and South Asia, which were covered 
by development assistance last year. Of course, the fund technically 
covers Europe, too, except that the fund will have little real applic abil- 
ity in the case of Europe because European countries will not in most 
instances be able to meet the conditions of eligibility for loans. So 
the expansion in coverage is more apparent than real, except for the 
fact that Latin America has been brought within its compass. 

Mr. Carnanan. I would like to remind you that we agreed to 
spend 30 minutes for a witness. The time has expired. Do you care 
to have the time extended ? 

Mr. Futron. Would you have put in a memorandum on the differ- 
ence and kind of flexibility. 
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Mr. Ouny. I have a document here which, with a little editing 
should serve the purpose. I will insert it in the record. 

Mr. Carnanan. Without objection you may submit it for the record, 

(The document referred to is as follows:) 


COMPARISON OF FLEXIBILITY UNDER PRESENT LEGISLATION AND UNDER THE BIL 
PROPOSED BY THE EXECUTIVE BRANCH 


This is in response to Mr. Fulton’s question as to whether the amendments to 
the Mutual Security Act of 1954, as amended, which have been proposed by the 
executive branch, would, if adopted, have the aggregate effect of increasing 
flexibility within the mutual security program. 

For the reasons hereinafter set forth, we have ourselves reached the following 
conclusions in this regard: 

First, that, in balance, and taken as a whole, these amendments would not 
provide significantly increased flexibility to the executive branch in its adminis 
tration of this program, or, to put it in slightly different words, would not in 
crease materially, if at all, the extent to which the executive branch has freedom 
in using the funds which are made available to it by the Congress for the mutual 
security program. 

Second, that, while there are a few areas in which somewhat increased flexi- 
bility and authority would be provided to the executive branch, there are other 
areas in which such flexibility and authority would be somewhat reduced and 
congressional controls and checks thereby strengthened. 

It should be stated at the outset that, in recognition of the nature of the 
vrogram—the difficulties inherent in its firm advance planning and the fluidity 
and unpredictability of the world scene to which it must be responsive—the 
Congress has traditionally given the executive branch considerable latitude in 
the execution of the mutual security program. 

This latitude has heretofore taken a number of forms: 

(1) Broad authorizations and appropriations.—The legal right, within each 
broad functional aid category—tmilitary aid, defense support, technical coopera 
tion, ete.—and subject to the restrictions peculiar to such category, to distribute 
the funds appropriated for that category in such amounts and in such forms to 
any nation within a large, legislatively specified geographic area—frequently 
either the world, or some major region (Europe, Asia, the Near East, etc.) or 
combination of regions of the world—which meets the legal conditions for 
eligibility (agreements with specified provisions, etec.). 

(2) Illustrative programs.—The legal right, in making any distribution re 
ferred to in (1), to treat as “illustrative,” and to depart from, the distribution 
shown to the Congress, but described as “illustrative,” in justifying its request 
for the authorization and appropriation in question, subject, however, to a 
requirement periodically to report any significant departures from the “illus- 
trative” presentation to the interested congressional committees (sec. 513 of the 
Mutual Security Act of 1954, as amended). 

(3) Statutory transfer authority.—The legal right to transfer a limited por 
tion of the funds available in one aid appropriation account to any other aid 
appropriation account and to use the amount transferred under the provisions 
applicable to the latter with the same latitude described in (1) and (2) above, 
but subject, however, to a requirement for the filing of a report covering such 
transfer with the interested congressional committees. More specifically, at 
this particular time, this right, granted by section 501 of the Mutual Security 
Act of 1954, as amended, permits the President, when he considers it “neces- 
sary for the purposes of the act,” to take up to 10 percent of the funds in any 
appropriation and add these to any other appropriation, provided that the latter 
may not be increased by over 20 percent. 

(4) Special Presidential authority to use limited funds for new or different 
purposes and to waive certain legal requirements.—The legal right, additional 
to the statutory transfer right discussed in (3) above, to take from any source 
a limited amount of the total funds appropriated in any one year ($150 million) 
and to use those funds for any purposes of the Mutual Security Act or certain 
other laws and, in so doing, to waive requirements of the Mutual Security Act 
and other laws for which funds are authorized in that act. This authority 
may be exercised only where the President specifically determines that it is 
important to the security of the United States. Each exercise of this authority 
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must, under section 513 of the Mutual Security Act, be reported to the Con- 
gress. Not more than $30 million may be allocated to any one country under 
this authority. 

(5) Special fund.—The availability of an unprogramed reserve fund which 
represents an unearmarked source for meeting new requirements of any kind 
that cannot be met within the regular appropriation accounts. During fiscal 
year 1957, a reserve of $100 million is made available for this purpose by 
section 401 (b) of the Mutual Security Act of 1954, as amended. This amount 
is authorized for use under section 401 (a) of the act. This means that it may 
be used only when the President determines that such use is important to the 
security of the United States, and that such use may involve a waiver of 
requirements of the Mutual Security Act and certain other laws for which 
funds are authorized by the act. Each use of these funds must, under section 
513, be reported to the Congress. And these funds are subject to the $30 
million ceiling per country specified in section 401 (a) of the act. 

(6) Reserve of unprogramed section 201 funds.—The availability in fiscal 
year 1957 under section 201 of the Mutual Security Act, as amended, of approx- 
imately $100 million in unprogramed funds to provide virtually any form of 
economic assistance (defense support, aid for economic development, etc.) any- 
where in Asia, the Middle East, and Africa. This provision (sec. 201) and the 
approximately $100 million in unprogramed funds available thereunder had 
this derivation : 

(a) The executive branch made four requests in its fiscal year 1957 presenta- 
tion: (i) $63 million for development assistance in Africa and the Near East, 
illustratively programed for specific countries; (ii) $80 million for development 
assistance in Asia, also illustratively programed for specific countries; (iii) a 
special appropriation of $100 million, which was not programed, even illustra- 
tively, to provide defense support, development assistance, technical coopera- 
tion, or aid to Palestine refugees anywhere in the “general area of the Middle 
East and Africa”; and (iv), pursuant to a previously obtained authorization, 
an appropriation of an additional $100 million for the President’s Asian eco- 
nomic development fund. 

(b) The outcome of the congressional process (both in the appropriations 
and authorizing stages) was the consolidation of the foregoing 4 requests into 
a single appropriation of $250 million which might, in effect, be used to pro- 
vide aid (i) anywhere in the area covered by any of the 4 requests (i. e@., 
Africa, Asia, and the Middle East), and (ii) for any purpose covered by any 
of the 4 requests (defense support, technical cooperation, development assist- 
ance, etc.). 

(c) Congress, in making the foregoing consolidation and reducing the aggre- 
gate requested from $343 million to $250 million, clearly indicated that the 
amount deleted represented, in its mind, the additional $100 million requested 
for the President’s Asian fund, the rationale being that existing unobligated 
moneys available under the fund would be adequate to finance additional 
requirements against the fund in fiseal year 1957. 

This approximately $100 million in unprogramed funds was the source from 
which a substantial part of this year’s emergency requirements in the Middle 
East were met, including many of the requirements growing out of the Richards 
mission. 

The amendments proposed by the executive branch for fiscal year 1958 would 
affect the foregoing flexibility and discretion of the executive branch in the 
following ways: 

(1) Broad authorizations and appropriations.—It would change the scope 
and flexibility of authorizations and appropriations heretofore provided in the 
following several ways: 

(a) It would, in one respect, significantly narrow the category of aid known 
as “defense support” in terms of the purposes for which it might be used, rede- 
fining this category to include only that economic aid which is in support of a 
military purpose instead of, as at present, all economic aid, no matter what its 
purpose, which is given to a country to which we are furnishing significant mili- 
tary aid; 

(b) On the other hand, the current geographic restrictions on the use of 
“defense support’ funds would be eliminated by providing one defense appro- 
priation which would be available for use anywhere without regional restrictions 
rather than, as in the past, a separate defense support appropriation for each 
of the four major geographic areas. 
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(c) It would eliminate the present category of “development assistance” (sec- 
tion 201 of the Mutual Security Act of 1954, as amended), which provides for 
assistance for the broad purposes of maintaining political or economic stability 
or promoting economic development anywhere in Asia, the Middle East and 
Africa, and would endeavor to cover any needs which were heretofore provided 
from this category of aid either (i) from the “Development Loan Fund,” which 
has broad geographic coverage but which is confined to assistance on a loan basis 
for economic development purposes and to assistance of this kind which meets a 
series of specific criteria which further substantially limit its use, or (ii) from 
a new category of aid known as “Special Assistance” which, while broad as to 
geographic coverage and authority, must serve a variety of purposes (see “Special 
Fund” below) ; and 

(d) It would establish a “Development Loan Fund” to cover, and to be limited 
to, economic development, and which is to be on more restrictive terms than 
heretofore in that (i) it is exclusively for loans and (ii) criteria for its admin- 
istration are defined in the law. 

(2) Illustrative programs.—The practice of requesting appropriations based 
upon illustrative programs would not be changed, except that, as indicated else- 
where, this practice would have no applicability to the development loan fund, 
which is justified on another basis. 

(3) Statutory transfer authority.—The statutory transfer authority now 
available would be reduced by eliminating from its coverage—both as a source 
of funds on which to draw and as a recipient of transferred funds—one major 
segment of the mutual security program, namely the development loan fund, 
representing approximately 183 percent of the total funds requested. 

(4) Special Presidential authority to use limited funds for new or different 
purposes and to waive certain legal requirements.—The authority provided in 
section 401 (a) of the act would remain the same as to amount—namely, $150 
million—but would have reduced applicability since it could not be used to 
divert funds from the development loan fund whereas today it could be used 
with respect to any funds available under the Mutual Security Act. This au- 
thority would, on the other hand, be broadened in one respect in that the amend- 
ments proposed would permit the waiver by the President of restrictions con- 
tained in mutual security appropriation acts as well as of those requirements 
contained in the Mutual Security Act and the Mutual Defense Assistance Control 
Act. 

(5) Special fund.—An unprogramed amount of $100 million would be made 
available for fiscal year 1958 under the new section 400 for use under the 
President’s special authority (sec. 401 (a)). This is the same amount made 
available for this purpose in fiscal year 1957 under section 401 (b). For reasons 
that are set forth at length in the formal program presentation books (under 
“Special assistance’), an additional $100 million unprogramed amount is also 
made available under section 400, but this additional amount is more restricted 
in its use than the $100 million referred to in the first sentence in that (a) it 
could only be used to augment specifically identified categories of aid (military 
assistance: defense support: technical cooperation; and migrants, refugees and 
escapees) or for added assistance to maintain or promote political or economic 
stability, (b) it would be subject to the statutory requirements applicable to 
such categories of aid where so used, and (c) no special authority to waive re- 
quirements of law applies to this amount. 

In addition, the executive branch seeks one added type of authority, a type of 
authority which has previously and repeatedly been authorized by the authoriza- 
tion legislation but never implemented in the applicable appropriations act, and 
a type of authority which might, in some respects, be described as added flexi- 
bilitv. This added type of authority would continue funds once appropriated 
available beyond the end of the fiscal vear in which first appropriated, on a no- 
year basis in the case of military assistance, defense support and the develop- 
ment loan fund, and for 15 months in the case of 25 percent of the technical 
cooperation account. It would, to have maximum effectiveness, have to be 
coupled, as we propose, with the omission from the Mutual Security Appropria- 
tion Act of the provision which is contained therein this year which limits obli- 
gations in each appropriation account during May and June to 20 percent of the 
total made available in that account during any fiscal year. It should be noted, 
however, that to the extent such funds remained unobligated at he end of the 
fiscal year in which they were appropriated, or any time thereafter (or, as a 
matter of fact, at any time prior thereto), Congress could, by legislation, cut 
them off. 
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Mr. Fuuton. Could I have one more question: Could you desig- 
nate on Yugoslavia what are the purposes of the $15 million fund 
for 1958 in the nonregional class ? 

Mr. Onty. I will be glad to supply that for the record. 

(The information is as follows:) 

The $15 million requested for Yugoslavia is in the category of special economic 
assistance. These funds would be utilized in fiscal year 1958 to provide com- 


modities and equipment which would help reduce Yugoslavia’s economic de- 
pendence on the Soviet bloc. 


It is presently planned that the largest single item in this program would be 
cooking coal. Cooking coal has not been available in any substantial quantities 
from normal European sources, and Yugoslavia would be forced to turn to the 
U. S. S. R. for its vital imports of coal if this was not supplied by the United 
States. The other major item in this program would be equipment both for the 
transmission of power and for the processing of mineral resources. The trans- 
mission equipment would help to alleviate regional and seasonal shortages of 
power which are caused by an inadequate national power system. $y com- 
pleting this transmission system, surpluses in some parts of Yugoslavia would 
be available for other parts, and eventually the export of power to Western 
Europe would be possible. The mineral processing equipment would assist in 
the mining and processing of mineral resources, probably copper. 

Remaining amounts would be utilized both to supply spare parts for machinery 
previously sent to Yugoslavia under UNRRA and other aid programs, and to 
cover costs of commodities and equipment in support of the proposed $2.5 
million technical cooperation program. 

Mr. Fuvron. Another thing is this: Would it be possible, because 
those troops over there are only paid 50 cents a month under the 
present regime in Yugoslavia, to have some sort of a USO-type 
program which would be a supplemental program for those troops 
where they might have places to go to and American type activities ? 
The thing that struck me so much was, they just walk on the streets, 
they can’t go in a restaurant, they can’t go in a show, they have no 
money whatever. 

I would like to have something actually which ties the Army down 
on friendship to America so it ¢ an’t be easily switched to the East. 

If we had some sort of a USO program for those Yugoslav troops 
where they would have some temporary shelters or tents and have 
some records and some American things in them, you certainly would 
be tying their loyalties to the West. America is very popular in 
Y ugoslavia at this point. I am very glad to have these programs 
that go in at the top but I certainly feel we should do something 
that will tie those [security deletion] troops to America, rather than 
the way they may go, toward Russia, because most of them know the 
Russian language. 

Would it be ‘possible to have something like that, about $500,000 
worth of a USO-type program, in this program that you are recom- 
mending for Yugoslavia? 

Mr. Ouny. I should add one thing in response to Mr. Coffin’s 
earlier question about the $200 million the President talked about 
in his message on the Middle East resolution. I should point out 
that the $200 million he was talking about in future years was not 
necessarily to be emergency aid but rather aid over and above that 
which might otherwise have been normally programed. He had in 
mind—the executive branch had in mind, or at least hoped—that 
some of that aid might take the form of aid for basic economic 
development that would lead to a solution of some of the more fun- 
damental problems in the area. We hope that this development 
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loan fund may be an appropriate source for providing some part of 
that $200 million. 
I just wanted to make plain it was not just emergency aid. 
Thank you, Mr. Chairman. 
Mr. Carnauan. Mr. Hollister. 


STATEMENT OF HON. JOHN B. HOLLISTER, DIRECTOR, INTERNA- 
TIONAL COOPERATION ADMINISTRATION 


Mr. Hoxutster. I thought we should put in the record an answer 
to the recommendation of the Advisory Board of the Export-Import 
Bank, which Mr. Vorys presented this morning. That advisory 
report makes certain recommendations. The Export-Import Bank 
is a very distinguished organization and I thought it would be wise 
to put it in the record. 

Mr. CarnaHAn. You are submitting this statement for the record ? 

Mr. Hoxutster. I will submit it for the record. We will have to 
retype it because some of it is written in pencil. 

Mr. CarnanaAn. Without objection it will be inserted in the record. 
(See p. 1238.) 

Mr. Furron. I would like to offer for the record two letters from 
the International Cooperation Administration, to me, of June 25, 
1957, -on the subject of the possible use of our United States foreign 
loan repayments for the current foreign aid program, as well as the 
several tables attached to the letters. 

Mr. CarnanaN. Is there objection ? 

Without objection it will be made a part of the record at this point. 

(The document referred to follows :) 


INTERNATIONAL COOPERATION ADMINISTRATION, 
Washington, D. C., June 25, 1957. 
Hon. JAMES G. FULTON, 
House of Representatives, 
Washington, D.C. 

Dear Mr. Futon: In another letter to you of this date I am responding to 
your question concerning the use of repayments of foreign debts for mutual 
security program purposes. There are two additional questions related to 
this which may be of interest to you. They are particularly important to a 
consideration of the development loan fund, the proposed means of providing 
assistance on a loan basis for the furthering of economic growth in less-developed 
countries. 

The attached memorandum responds to these two inquiries originally raised 
as to the development loan fund in the course of Secretary Dulles’ testimony 
before the House Foreign Affairs Committee hearing on June 10: 

1. Could the fund use, for its lending operations, local currencies accruing to 
the United States as a result of Public Law 480 sales? 

2. How soon could the fund revolve out of its own resources? 

Sincerely yours, 
L. J. Saccro, 
Assistant to the Director for Congressional Presentation, 


MEMORANDUM ON DEVELOPMENT LOAN FUND 


1. Could the fund use local currencies accruing to the United States as a result 
of the operations of Public Law 480? 

Local currencies which are proceeds from the initial sale of surplus agricul- 
tural commodities are presently programed in connection with the mutual 
security and other programs, and they will be used where appropriate in con- 
nection with development loan fund projects. The only way that the fund 
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could use Public Law 480 repayment currencies in connection with its lending 
operations would be to relend them to the countries from which they had been 
secured. These currencies cannot, under the provisions of Public Law 480, be 
used outside of these countries without their agreement. We do not anticipate 
that such agreement would generally be forthcoming in the next few years. 
Most of these countries paid the United States in local currencies precisely be- 
cause they could not afford to give the United States—or any other country— 
the right to use his currency as foreign exchange. 

Relending local currency to the country from which it had been secured would 
not reduce that country’s requirement for dollar loans from the fund, inasmuch 
as the countries to which the fund would make loans need resources additional 
to those which they currently possess in order to carry forward their develop- 
ment. To secure these resources. they need currency which they can spend out- 
side their own borders to buy goods and services which they do not have. To 
lend these countries their own currency would not help to meet this need. It 
would not, therefore, diminish the fund’s need to borrow dollars from the United 
States Treasury in order to make new loans to these countries. 

Such relending might, however, ease the fiscal position of some governments 
in less-developed countries, which can raise only limited funds through taxes 
or borrowing, and which are restricted by law in their ability to expand the 
supply of money. Relending their own currency to such governments might 
thus help them to make the most effective use of the foreign exchange resources 
which they would be securing from the fund. 

II. How soon could the development loan fund “revolve” out of repayments 
on its own loans, so that it would not need to secure new money from the 
United States Treasury? 

Prospects for the fund’s revolving would depend on two factors: (i) the scale 
of repayment, and (ii) the type of repayment. 

First: Scale of repayment: Even if the fund were making loans entirely 
repayable in dollars, a considerable period would elapse before it could revolve 
out of its own resources. For the terms of its loans would probably provide, 
as the terms of mutual security loans do now, for a grace period of several 
years on interest and principal repayments and for an initially limited scale 
of annual repayments thereafter. 

Second: Type of repayment: The fund would be repaid partly in local cur- 
rency. 

(a) Some of these local currency repayments could be used to finance local 
United States uses in the borrowing country. Dollars secured by selling these 
repayments to other United States agencies for such uses could be added to the 
loanable resources of the fund. It is doubtful, however, whether other United 
States agencies would annually be able to buy more than a limited part of the 
fund’s local currency repayments, when these begin to be made in volume. 

(b) Some local currency repayments could be used for relending to the 
borrowing countries. Such relending might ease the fiscal position of some of 
these governments, but it would not reduce these countries’ need for dollar 
loans from the fund. 

(c) Eventually, we would hope that local currency repayments could be used 
increasingly as foreign exchange—i. e., to buy resources which could be re- 
moved by the United States from the borrowing country. This could, of course, 
only be done by agreement when the economy of the borrowing country is 
strong enough so that it would not be injured thereby and so that its ability to 
pay its other outstanding obligations would not be impaired. And we would 
expect cases where this was true to multiply as the fund’s activity increased ; 
for that activity should—if the fund is successful—eventually be reflected in 
increased production out of which external repayments in useful resources could 
be made. 

The conclusions to be drawn, therefore, are: 

First. For its first few years, the fund would not revolve at all, in view of the 
schedule of prospective repayments. 

Second. When it first begins to revolve, the fund will probably do so (apart 
from relending of local currency) only to the limited extent that it is repaid 
in dollars or that local currency repayments can be sold for dollars to finance 
local United States uses. 

Third. Over the very long term, the fund should revolve increasingly out of 
its own resources, as the local currencies used for repayment acquire increasing 
value. 
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INTERNATIONAL COOPERATION ADMINISTRATION, 
Washington, D. C., June 25, 1957. 
Hon. JAMES G. FULTON, 
House of Representatives, 
Washington, D. OC. 


Dear Mr. Furton: You asked me following the hearing on June 10 the fol- 
lowing question: “A total of $4,172 million will be repaid in principal and 
interest on foreign loans of United States agencies during the 6 years 1957-62. 
Why not make these repayments available for the benefit of, or in cooperation 
with, the mutual security program ?” 

In order to answer your question, I have reviewed the composition of these 
repayments, as presented in the Department of Commerce report on Foreign 
Grants and Credits. A summary of table C from the December 1956 quarter 
report is attached. 

I find that a considerable part of the repayments shown in that table will be 
made in local currencies. If these currencies were to be used for mutual 
security program purposes now, they could only be used in the countries from 
which they had been secured. This might mitigate some governments’ fiscal 
problems, but it would not convey new external resources to these countries. 
It is the need for such resources which must be met in most cases if these 
countries are to carry forward their development or military program. And it 
is the need for such resources which causes them to seek mutual security assist- 
ance. Reuse of local currency generally would not meet this need and would 
not, therefore, reduce these countries’ requirement for dollar assistance. 

Of the dollar repayments, a large part (somewhat less than $300 million 
annually) are in discharge of Export-Import Bank dollar loans. These repay- 
ments must be used by the bank to make new loans. We had assumed in propos 
ing the development loan fund as the means of providing assistance for 
development purposes on a loan basis over several years that the Export-Import 
Bank would maintain its present lending rate and would work closely with the 
fund. If this were not so, the fund would need more resources than the $500 
million appropriation and $1.5 billion public debt authorization we are 
requesting from the Congress to fulfill its task. 

There is also considerable dollar repayment being made on the British loan of 
1946, on the ECA loans which were made before 1954, and on surplus property 
and lend-lease loans. Altogether, these repayments come to around $3800 million 
ayear. Their assignment to the mutual security program would, however, raise 
basic problems of fiscal procedure and budgetary control, which fall outside the 
scope of the functions of ICA but which would concern other Government agencies 
such as the Treasury Department very directly. In general, the executive branch 
objects to the earmarking of specific receipts for specific purposes as contrary to 
good fiseal principles. 

You know, of course, that we plan to consider this whole matter of using 
previous loan repayments in more detail during the next year. In this con- 
nection, I would like to draw your attention to the following paragraph from 
the report of the Senate Committee on Foreign Relations: “The committee also 
considered the possibility of applying to the lending capacity of the fund, in lieu 
of a corresponding amount of new borrowing power, the dollar amounts received 
in payment of principal and interest on loans previously made by the ICA and 
its predecessor agencies which now revert to the Treasury. The executive 
branch has assured the committee that this possibility will be examined and the 
committee believes this examination should be made and reported on prior to the 
beginning of fiscal year 1959.” 

T am enclosing a memorandum which deals with this question in more detail. 
If I can be of any further assistance to you on this matter, please do not hesitate 
to let me know. 

Sincerely yours, 
L. J. Saccro, 
Assistant lo the Director for Congressional Presentation. 
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Repayments of principal and interest on U. 8. Government credits to foreign 
countries, calendar years 1957 through 1962? 


[Millions of dollars] 





1957 | 1958 | 1959 | 1960 | 1961 | 1962 

Export-Import Bank - - | $384.4 | $310.0 | $296.2 | $273.1 | $268.4 $222. 4 
British loan 1996 i 119.3 | 119.3) 119.3 119.3 119.3 119.3 
ECA-MSA program loans | 68.0 77.0| 83.3 86.0 | 88.¢ 87.0 
Public Law 480 | | 1.2 | 3.0 | 4,1 4.4 | 4.5 
Prior grants converted into credits | | | 

Export-Import Bank - _- | 25.0 36. 2 47.5 | 47.5 47.5 47.5 

Treasury Department... |} 49.1 51.1 | 61.0] 51.0 50. 4 52.3 
Surplus property sales | 64.0) 62.6] 61.8| 55.3 54.5 53. 6 
Lend-lease (including silver loan) - | 201.8 | .6 | .6 a 
Other 

RFC loans._.. 6.7 | 6.5 6.4 | 6. 2 3.1 2 

Strategic and defense materials development 2.9 5.4 5.2 5.0 4.7 7 

U. N. headquarters loan. 2.0 2.0 2.0 | 2.5 2.5 2.5 

Philippine funding | 4.0 4.0 | 3.9 | 6.3 —_— 





Total .. 


927.0 
Total, calendar years 1957-62, $4,173.2 | 


ane vl 656.0 | 643.0 591.0 





! Based on Table C: Foreign Grants and Credits, December 1956 quarter, Department of Commerce 
2 Excludes $215,000,000 of indebtedness for which no projection has been made because terms are indefinite 
or repayment is in form of strategic materials. 





Should repayments on previous United States Government foreign loans be made 
available for use by, or in cooperation with, the mutual security program? 


There are several types of loans in question here and it is necessary to discuss 
each of them separately : 

1. Hxeport-Import Bank loans.—Principal and interest repayments on these 
loans are being made in dollars. During the next 6 years they will range from 
$284 million in 1957 to $228 in 1962. 

These repayments are needed by the Export-Import Bank if it is to make new 
loans. In calculating the resources which would be required by the develop- 
ment loan fund and other programs, it was assumed that the Export-Import 
sank would relend these repayments—for purposes related to those of the fund 
where appropriate. If this were not the case, the fund would need more re- 
sources than are now being requested from the Congress. 

2. The 1946 loan to the United Kingdom.—Repayments on this loan are ex- 
pected to run at $119 million annually, except that the United Kingdom is al- 
lowed 7 deferrals between now and the year 2000. 

These repayments are in dollars, which would be usable by the fund. Their 
diversion to the mutual security program, however, would raise problems of 
Treasury accounting, fiscal procedure, and budget control which would have to 
be considered separately. 

3. Loans made by HCA-MSA prior to 1954.—Principal and interest repayment 
is being made in dollars and will range from around $50 million to $70 million 
annually in the next 6 years. 

Most of these ECA loans were made out of public debt authority. Most of the 
repayments go, therefore, to retire notes which were issued by ECA to the 
Treasury. Their assignment to the mutual security program would leave those 
notes outstanding. 

Some of the ECA loans were not made from public debt authority. Repay- 
ments on these loans now go into miscellaneous receipts of the Treasury. The 
sums involved are small—around $15 million annually. 

4. Mutual security and Public Law 480 loans.—Repayments on both mutual 
security loans made after 1954 and on Public Law 480 loans will rise from $12 
million in fiscal year 1959 to $41 million in 1960, $89 million in 1961, and $89 
million in 1962. These will likely be repaid, however, largely in local currencies. 
Relending these currencies would not materially reduce mutual security pro- 
gram requirements for dollars, since it would not convey new resources to the 
borrowing countries. 

5. Grants converted into credits are the next largest item. These are of two 
kinds: (i) those being repaid to the Export-Import Bank, which range from 
$25 million to $50 million annually—largely in settlement of postwar United 
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States assistance to West Germany, and (ii) those being repaid to the Treasury, 
which run around $50 million annually, in settlement of lend-lease claims. 

Both these types of repayments are being made in dollars, but again their 
assignment to the mutual security program would raise basic problems of gov- 
ernmental accounting and fiscal procedure. 

6. Surplus property repayments are expected to run around $55 million or 
$60 million annually. These loans are being mostly repaid in local currencies; 
the same problem arises here also. Assignment to the mutual security program 
would not reduce its requirement for dollars. 

7. Lend-lease is the remaining major item. The largest repayments here, aside 
from the category of “grants converted into credits,” are $201 million in silver 
being repaid by India during 1957 and a smaller silver debt on the part of 
Pakistan. It is not clear how these repayments could be used by the program, 
unless—contrary to existing law—they were sold by the Treasury fcr dollars, 
which were remitted for purposes of the program. 

8. The residual smaller items are 

(a) RFC loan repayments which will decline from $7 million in 1957 to 
nothing in 1962. 

(6) Strategie materials development loans, which will range between $2 
million and $5 million a year during 1957-62. 

(c) The U. N. headquarters loan, which will be repaid at the rate of about $2 
million a year. 

(ad) The Philippine funding loan, which will be repaid at the rate of $3.5 
to $6 million a year, ending in 1960. 

The conclusion to be drawn is that, at most, the mutual security program could 
use a total of about $300 million a year, if no consideration were to be given to 
the fiscal and budgetary problems raised by diverting these repayments to the 
program. While the substantive effect on the Government’s fiscal position 
would not be significant, such a diversion would run counter to the fiscal prac- 
tices which have been customary, and which are generally believed to be sound, 
of having Government receipts go into general funds, rather than to specific 
purposes, and of specifically appropriating funds to cover specific purposes. 
This seems to be better bookkeeping in terms of keeping track of the purposes 
for which Government revenues are used. 

We have assured the Senate Foreign Relations Committee that we would con- 
sider this whole problem further and report our conclusions to the Congress 
before fiscal year 1959. 

Mr. Hotuisrer. Beyond that, I have nothing new in particular to 
bring up, but having realized some of the members wanted to question 
me further, I am available. 

Perhaps you would rather go ahead with Mr. Ohly. I don’t knew 
of any reason why he should leave the stand and | should vo On. 

Mr. Carnanan. The Chair will recognize any member having 
a question at this time. 

Mr. Futron. I would like to comment on one thing further: 

The problem of a country which is uncommitted, such as Yugo- 
slavia, is a difficult problem. 

I feel if we, outside of any United States information program, 
could, by direct U one approac h tothe Y nae av troops, give them 
American movies, ‘just records, magazines, or books, that we would 
then have a group of people within those ian who are friendly with 
America. And especially when in Yugoslavia we have so much 
counterpart held by the United States Government that for the fore- 
seeable next several years we have no programing on it. It is the kind 
of a thing which would not add an inflationary pressure in Yugoslavia, 
and I believe could be worked out with them if we would supplement 
the counterpart with a few dollars. 

Mr. Houuister. May I make a general comment on what you have 

said and what you said earlier with respect to Israel and on w ‘hat some 
of the other gentlemien have said with respect to countries where they 
may have visited or in which they may have a particular interest. 
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Much of the difficulty with this whole worldwide program we are 
conducting is that there are so many things we can find that are good 
to do, and there isn’t enough money to do it. 

My job is to survey the whole world picture, with the funds we have 
available, and try, through full liaison with the military and political 
side, to see that those funds are devoted to the best results we can 
get for the good of the United States. 

There are many programs we would like to carry out but are not 
able to because the money doesn’t stretch. 

That is not saying that in this particular case 1 am weighing it 

gainst any other particular program, but the difficulty in this work 
stdbe able to use our resources in the best way possible. 

Mr. Fuuron. Well, may I point out to you in this case the particular 
Congressman has pointed out to you the place to get the money, the 
major portion of it 

Kirst, on the Yugoslav program, on the basis that the United States 
has so much counterpart, we cannot even program it in the next sev- 
eral years. Is that not right, Mr. Claxton 4 

Mr. Caxton. There is quite a lot of it. 

Mr. Fuvron. It will take very few American dollars for Yugoslavia, 
so the amount of money is not too much of a question. 

Mr. Howuisrer. I] must take issue. The money is a question. 
Money is always a question. As long as we are programing dollars 
and we have a limited amount of dollars, every dollar we spend has to 
be weighed against the requirements of other programs. That is the 
only difficulty. 

Mr. Fuuron. Might I say to you there are very few programs any- 
body around this table has suggested or been interested in, that have 
been specifically requested for use of ICA funds. 

I have been on this committee for 11 years, and know they have 
been very few and far between. When some of us see what has been 
voing on over there in South Korea, it does become mighty difficult 
to get out and year after year support this legislation. Possibly the 
ICA should try to get the committee enthusiasm along certain policy 
lines that we think are wise. 

For example, Mrs. Bolton, John Vorys, and I are very interested 
in the trade school development in the Middle East. It can be done 
both for the Arab refugees and probably Israel refugees, too; espe- 
cially where we can point to $23 million of funds which you have that 
are unused for Arab refugee resettlement. When we suggest a pro- 
gram that is much cheaper per person to get them out of the camps— 
possibly $ 200 for education rather than $400 or $1,500 for transporta- 
tion and resettlement per person, I am sure we would like to have 
those programs considered, and if you can, come up with a reasonable 
plan on it. 

They are really small things. I don’t think they are large in extent, 
but they are certainly things that this committee, and not just one 
member—a group of us—are interested in. 

Now, we people have traveled in these countries. We see the con- 
ditions, and if we can come up with a difference in emphasis where we 
will get a real gain, I hope it will be considered by the ICA. 

Mr. ( “ARNAHAN. Mr. Coffin. 
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Mr. Corrin. It is getting late, Mr. Chairman, but since Mr. Hollis- 
ter has been so good as to wait for us, I think we should take advantage 
of this. 

As I understand it, the Government Corporation Control Act re- 
quires submission of budgets to Congress. I wondered what action 
would be contemplated by Congress in the future on the development 
loan fund. How does that act affect the contemplated action if the 
development loan fund is set up? 

Mr. Hoxutsrer. You are probably referring to the $750 million. 

Mr. Corrtn. Fiscal 1959 and 1960. 

Mr. Hotuistrr. We are asking for authority to borrow from the 
Treasury for 1959 and 1960 fiscal years. As to what the control of 
the Congress would be on that, in the light of the Government Corpora- 
tion Control Act; that is your question, I believe ? 

Mr. Corrtn. That is right. 

Mr. Hotutster. The budgets must be submitted and the Congress 
has a right to review it. The authorizing commitee can disapprove a 
budget. This committee may say, “This budget may not be used 
beyond a certain fund,” or conceivably could say, “This budget may 
not be used for certain particular things.” 

Mr. Corry. Mr. Hollister, that doesn’t coincide with my under- 
standing of how the loan fund would work a year from now, because 
I understood that right now we are “psi izing the 3-year program 
and are in essence appropriating the 3-year program. 

Mr. Hotutstrer. If the Congress ac ts affirmatively, any time after 
this bill, which we are now requesting, should become law, they may, 
of course, reduce the sum which could be borrowed in the particular 
year. It could stop it completely or put whatever limitations on it 
it might want. 

Mr. Corrin. What would the mechanics be? Are we going to get 
a report in 1959 for the development loan fund ? 

Mr. Hotutster. We would be making a complete report of what 
we have done under this development loan fund. 

Mr. Corrtn. Would that report be a compliance with the Govern- 
ment Corporation Control Act? 

Mr. Hoxutster. I would like to ask Mr. Saccio, General Counsel for 
ICA, to answer that particular question as to the exact working of 
the Government Corporation Control Act. 


STATEMENT OF LEONARD J. SACCIO, GENERAL COUNSEL, 
INTERNATIONAL COOPERATION ADMINISTRATION 


Mr. Saccio. Under the Government Corporation Control Act there 
is a requirement that corporations and “funds” which may not be 
corporation but are subject to the provisions of that act, file their 
budgets. The practice has been to file the budget with the President’s 
budget message the first of the vear. With that ordinarily is submitted 
legislative language which indicates that the executive branch would 
like a certain program to go forward for the next fiscal year in con- 
nection with a particular organization or fund. 

Section 104 of that statute reads as follows: 

The budget programs transmitted by the President to the Congress shall be 
considered and legislation shall be enacted making necessary appropriations 
as may be authorized by law, making available for expenditures, for operating 
and administrative expenses, such corporate funds or other financial resources, 
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or limiting the use thereof as the Congress may determine and providing for 
repayment of capital funds and the payments of dividends. 

Provisions of this section shall not be construed as preventing Government 
corporations from standing out and financing their activities as authorized 
hy existing law, nor as affecting the provisions of section 26 of the Tennessee 
Valley Authority Act as amended. 

Now, this provision has been interpreted to mean that the Appro- 
eee Committee who customarily gets this proposed legislation 

‘an act affirmatively to determine what the budget for the forthe oming 
ve ar for that fund or corporation should be. 

It is further our understanding that if the Appropriations Com- 
mittee does not act or if the Congress does not act on the report of the 
Appropriations Committee, the corporation continues to operate under 
its existing authority. 

If the Appropriations Committee acts, and the Congress adopts 
its report, then the corporation must go along with what the Congress 
has done. 

Mr. Corrtxn. What action would the Appropriations Committee 
take? Suppose a year from now they decided the development loan 
fund should not be $750 million but should be $500 million for fiscal 
year 1959, what would the Appropriations Committee do? 

Mr. Saccro. Under the language of the Government Corporation 
Control Act it would report to the Congress. The Congress may 
limit obligations under that authority. 

Mr. Corrin. What would be the legislative picture? They report 
to Congress. Would it then take a resolution ? 

Mr. Saccio. It would take an act of Congress to put that into effect. 

Mr. Buttock. They put them in a supplemental appropriation bill. 

Mr. Saccio. Those are placed, ordinarily and customarily, in a 
supplementary appropriation bill. 

Mr. Coffin, I may add that the custom has been to make no drastic 
reduction of authorities. The Ex xport-Import Bank goes through 
this every year, and we know of no instance where the Congress has 
cut down its authority. It accepts the report, ordinarily. 

Mr. Houuisrrr. Let me supplement, too, what you are saying, Mr. 
Saccio, that of course if this committee, in going over the whole bill, 
is the authorizing committee and decides that the existing authoriza- 
tion to borrow should be changed, this committee could so recommend 
to the Congress, and if the Congress passed that, that would also 
be a complete control. That is what I was answering at first. 

Your committee would have a perfect right to review this whole 
thing, and by affirmative action remove completely or modify or qual- 
ify the borrowing right, which we are now asking that you grant us 
for those 2 years. 

Mr. Corrtx. You know of no instance where the Appropriations 
Committee has cut down the authority ? 

Mr. Saccto. We have checked precedents and we have not been able 
to find any, but it is our understanding of the law that the Appropria- 
tions Committee may do so, I beg your pardon. I am reminded that 
the Appropriations Committee has ordinarily acted on the admin- 
istrative expense side of the budget as given to the Congress, and have 
not taken any action on what you might call the operating part of it. 
The section in the Government Corporation Control Act uses the 
terms “operating and administrative expenses.” 
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Mr. Corrin. Have you been asked in my absence, Mr. Hollister, 
how the levels, the 500, 750 and 750 for the loan fund were arrived 
at? If you have been, I will read the record. 

Mr. Houuisrer. I don’t know that I have been asked this before this 
committee. I can state it very briefly. The 500 level was arrived at 
on the theory that that is about the figure we could reasonably expect 
to be able to obligate within the coming year. There would be a 
transition period, of course, from our present programs. In working 
out various projects we w ill undoubtedly use a number which we were 
already preparing for 1958 obligation ‘before the decision was made 
to change from the old ane of operation to the new one. 

We have, during the past year, had in the development field some- 
thing over £00 million of activity. That is in the year 1957. So it 
was felt that $500 million was an appropriate figure to select for next 
year. However, it was felt that this was not an adequate amount 
using the simile that the Secret: ry of State used one time, that it takes 
a certain amount of speed to get an airplane off the field, that you 
have to have a certain momentum to get things moving adequately in 
the countries you want to develop. 

In reviewing the programs available to us, that we have discussed 
sometimes in fairly final form and sometimes only tentatively with 
various countries, we know that there are available a substantial 
number of projects in this field which total considerably more than 
the amount we are talking about. 

We know there is something like a billion dollars worth of projects 
we could move into now and another billion dollars or so for each of 
the next 2 years after that. So we felt increasing this fund modest|~ 
from $500 million to $750 million for those next 2 years would be a 
very fair way to test out what we think is a sound method of economic 
development. I should add that in most of the studies that have 
been made by these different organizations, either those that were 
brought in by the Senate, or others, the ones that advised the Presi- 
dent, the Fairless group an the International Advisory Board, in 
almost all of those it was stated that the present level of economir 
development should be increased. 

Mr. Corrrin. Do you think you have the staff to do the job? 

Mr. Houusrer. I don’t think we have entire ‘ly, but we have almost 
a complete staff, because, you see, as I pointed out, a good many of 
the things we will do under this are not so ve ry different from wh: at 
we are doing today. The great difference in this new program is 
the fact that we will have time enough to study them adequately and 
will have no-year funds so we can go into them slowly without look- 
ing over our shoulder at the calendar to make sure we commit our 
funds before a deadline comes along. 

Mr. Corrrn. Has there been discussion on the rate of exchange 
in—I think it was Cambodia, or Laos? 

Mr. Hotiister. We have that problem in a number of places, and 
it is a very vexing one. We have it in Laos, Korea, and Vietnam. 
We are watching ‘it all the time. We have discussed it quite thor 
oughly. It isn’t as simple as it looks on the face of things. [Security 
deletion. | 

(The following statement has been submitted for insertion in the 
record at this point.) 
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THE PROBLEM OF CURRENCIES 


Where we assist countries to maintain military forces beyond a country’s 
capacity to support such forces, and in underdeveloped countries fairly generally, 
the country tends to encounter actual or potential inflation. One important 
indicator of inflation is when the exchange rate in the internal market begins 
to show a spread as compared with the exchange rate applicable to imports, 
including imports of aid goods. 

These problems of inflation and unrealistic exchange rates are matters of 
serious concern because speculation, windfall profits to importers, and unsound 
economic developments are thereby encouraged. Our program attacks these 
forces of inflation by importing consumer goods which absorb excess purchasing 
power and raise local currency which is used to reduce budget deficits in such 
countries. The reduction of other Government operating expenses and excessive 
long-term investment in the country are the usual methods we advise such coun- 
tries to use and incorporate in program formulation so far as possible, in coun- 
tering actual, or threatened, inflation. 

Where a considerable measure of inflation occurs, nevertheless, we urge the 
country to adopt a comprehensive stabilization program, including adjustment 
of its exchange rate to reflect the realistic market value of its currency. While 
an exchange adjustment is a primary attribute of any country’s sovereignty 
beyond our control, we have urged such action because of its mutual benefit, 
and such action has been taken by the government, notably in Korea in the 
fall of 1955, where the exchange rate was adjusted from 180 to 500 hwan to 
the United States dollar. The International Monetary Fund, too, can advise and 
does encourage and assist members of the fund to adjust exchange rates but 
cannot force such adjustments. 

If, in spite of all our programs of imports, and advice on fiscal and economic 
management, inflation occurs to a substantial degree so that the effectiveness 
of our aid program is affected and the exchange rate is definitely unrealistic, 
other techniques for correction of the overvaluation of the currency and maxi- 
mizing the effectiveness of our aid program may be used. Among these are (1) 
reduction of windfall profits derived by importers from imports at the unrealistic 
rate applied to imports by auction of import licenses and deposit of such pro- 
ceeds as counterpart; and (2) increases in local customs duties or imposition 
of taxes on sale of foreign exchange with deposits of proceeds in counterpart. 
Though our policy is generally opposed to multiple rates of exchange, a realistic 
rate may be secured for imports of aid goods where the official rate is unrealistic 
and the country already has multiple rates. 

This is one of our continuing problems and no one method or no single deci- 
sion or policy can be expected to deal with the problem, which is largely one of 
securing defense capabilities beyond a friendly country’s capacity to support. 

Mr. Corrin. I don’t want to delay this hearing, but I know I would 
appreciate, Mr. Chairman, to have some sort of an answer—if it isn’t 
in this record before the committee—a further answer to that charge 
that I have seen made in the Senate debates. I am thinking of the 
statement made on the floor that some 2,000 individuals had profited. 

Mr. Howuister. I will get that for you. Let me review the problem 
for a moment because it may help you in your understanding of it, 
how we try to help out in some of these countries where we have to 
make local currence y available for certain activities. 

I think that the 2,000 individuals—was that with respect to Laos 

Vietnam, do you recall ? 

Mr. Saccro. Vietnam, I believe. 

Mr. Hortaisrer. The charge was that we were making wealthy some 
2,000 importers. 

When we need local currency, particularly in the defense support 
area, if we just turned dollars over to a country and those dollars 
in turn were converted into the local currencies, the spending of those 
currencies would bring about a very swift inflationary spiral because 
there are not enough articles in the market in those countries to spend 
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the money for, so everything is bought up and even the price of 
food and clothing goes up very fast. 

So when we try ‘to give aid to a country in that situation what we 
do is to ship in the ‘commodities in the dollar amount of the aid 
that we believe it is wise and that we are able to give. 

Those commodities are sold in that country and that brings in the 
local currency for the troops for building a road, a harbor or what- 
ever it may be and then the money spent for that purpose is in turn 
a part of the buying power of the country but the commodities that 
we have shipped in are there to sop up that buying power and that 
holds down your inflationary spiral. 

Instead of going in and selling those things ourselves which, of 
course, we can’t very well do, or having the country sell them and 
making it a Government operation, they do this through importers. 
These countries allow these importers to get licenses to import these 
goods which we supply and the importers then sell them in the local 
economy. 

The accusation was made that because of the exchange situation, an 
importer was able to buy goods more cheaply whic h then he could 
sell at a very high rate. It is a charge which has a certain amount 
of truth in it, but there are a great many explanations which we 
have, I think, set out in a memorandum with which we will be glad 
to supply you. 

You must take into consideration the fact that the importers take 
a lot of chances. If the market doesn’t go with him, he loses. He is 
working in an economy where there are not a lot of ready buyers. He 
is often charged substantial import duties for these imports. Fur- 
thermore, the spread that is announced in these statements of great 
profit is based on a market rate in Hong Kong for the currency, as 
against the official rate of exchange within the country but the im 
porter doesn’t make that big a spread. 

The accusation is true to a certain extent, but we are watching it all 
the time and trying to see that the abuses are rectified. 

Mr. Corrin. Mr. Chairman, this ties in with another suggestion I 
made, I think, to Mr. Ohly the other day. In addition to the com- 
plete listing of the charges and answers, that there be some at- 
tempt made to classify them for purposes of presentation in the 
House. One group of charges were probably completely unfounded, 
and based on rumor. There is a group where there is an available an- 
swer and another group where they cannot be completely answered, 
and possibly a fourth group where it is all true. I think there have 
been so many charges made that merely coming up with a long list of 
answers doesn’t quite do the job. 

Mr. Ho.utsrer. I wish we could catch up with them all. With the 
group of people we have working as hard as they are getting this 
presentation together and going before congressional committee meet- 
ings, it isn’t as easy as you might think to catch up with all these 
things. We have to write out to some country, get all the details, 
analy ze them, and we have to try to convince our men in the field that 
we want them to tell us the facts and not whitewash everything. 
Then Mr. Murphy has to go through the figures and see if what these 
field people tell us is gospel. It isn’t as easy as we would like to have 
it, but we are doing’our best to catch up with those things. 
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I should repeat here what I repeated here this morning, gentlemen, 
that in an operation of this kind there is going to be waste; there is 
going to be inefficiency and you are never going to stamp it out en- 
tire ly. We are going to continue doing the ‘best we can. We are im- 
proving all the time. When we hear about these things, we are going 
to catch them. 

And there, too, gentlemen, you must understand, in so many parts 
of the world—in fact, where our biggest programs are and where the 
accusations of waste + and inefliciency are generally made we are deal- 
ing with governments that are sometimes almost in the embryo stage 
as far as business operations are concerned. 

We are dealing with ministries who sometimes don’t understand 
what it is all about; we are dealing frequently with people whom we 
must watch to see that they don’t walk away with the courthouse. 

We have to give the aid these countries need and want and yet some- 
times it looks like the ‘y are not helping us at all to bring about the very 
best results. 

Mr. Corrrn. Here is a final question and then I am done: Can you 
assure us that we have heard of all the charges that can be made ? 

Mr. Hoxiuisrer. I am sure you have not. 

Mr. Corrtn. Isthere any area of real administrative difficulty where 
there has been inefficiency which you know about which has not been 
brought out in the various speeches and articles and reports? 

Mr. Hotuisrer. Let me say this. I know of no real skeletons that 
haven't been brought out. Mistakes come to my attention every day, 
Mr. Coffin, and they are usually minor things I am trying to correct. 
There is stupidity, and sometimes it looks as if it is just plain orneri- 
ness in the people we work with, sometimes in some of our own people, 
but on the whole I do want to tell you this, that I have a grand organ- 
ization. The people here work late hours and never expect to get 
extra pay for it; and out in the field, if you go out and visit some of 
these people and see some of the living conditions and see how hard 
they work and what they are doing, you will get a real understanding 
of the problems and you will have a great admiration for them as a 
whole. 

‘fr, Fuvron. Can we point out to the Director that if he had been 
a Congressman and gone on a junket, he might have a hard time cateh- 
ing up tothee ‘harges, too. 

Mr. Honunisrer. Mr. Fulton, [ think the a thing in the world 


that could happen would be for the Congress to pass a law which 
would anita every single Member of Congress to inne a junket every 
so offen. IT think the finest thing in the world that can happen is to 


have the Members of the Congress go out and see this kind of opera- 
tions in the world. 

In the first place, they can find out what we are trying to do and 
how well we are doing it; and there isn’t any better way for me to 
counter some of the criticisms I get. 

Mr. Carnanan. Mr. Hollister, you are rather modest when you 
say you “think” you are doing a better job. Aren’t you pretty 
well convinced, with all the experience, you are doing a better job? 

Mr. Hounisrer. Yes; I think we are doing a better job than was 
done 6 weeks ago, 6 months ago, a year ago, or 2 years ago. 

However, we have a long way to go. 
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Mr. Carnanan. Are there further questions or comments / 

Mr. Fuuron. May we compliment Mr. Hollister and say we feel 
the agency is doing an excellent job. The suggestions we have are 
minor degrees of policy and that the criticisms we have are certainly 
trying to help him get a better administration. 

Mr. Houuister. Thank you. 

Mr. CarnaHan. The committee will stand adjourned until 10: 
tomorrow morning. 

(Whereupon, at 5:35 p. m., the committee adjourned. ) 

(The following letter from Hon. John Foster Dulles has been sub- 
mitted for inclusion in the record :) 


5) 


JUNE 27, 1957. 
Hon. THOMAS S. GORDON, 
Chairman, Foreign Affairs Committee, 
House of Representatives. 

Dear Mr. CHAIRMAN: I appreciate your request for my views concerning 
8. 2130. 

As you know, this bill differs in certain respects from the proposals of the 
executive branch. Several of these changes represent improvements. A few, 
I believe, would impair the legislation. 

On each of the differences the views of the executive branch will be submitted 
to your committee by the presentation team. I am enclosing with this letter 
a memorandum which sets forth my views on three major points: the con 
tinuing authorization for defense assistance, the amount of aid, and the de 
velopment loan fund. 

~ Sincerely yours, 


MEMORANDUM 


I. AUTHORIZATION FOR DEFENSE ASSISTANCE 


The Senate bill provides authority for appropriations for defense assistance 
(both military assistance and defense support) for fiscal years 1958 and 1959. 
This is a substantial step forward. We do not feel however that it yet provides 
adequately for proper public recognition and legislative handling of the defense- 
assistance program as part of our own national defense program. 

As the President, the Secretary of Defense, the Chairman of the Joint Chiefs 
of Staff and military witnesses before the Foreign Affairs Committee have 
pointed out, the defense-assistance program is part and parcel of our own 
defense program. If it is to be so recognized and so treated, it is necessary 
that it be considered in the defense budget at the same time as the domestic 
defense program. This is what the President proposes. His proposal would 
carry out the idea often discussed in the Foreign Affairs Committee and recom- 
mended in the report made to your committee by your former chairman that 
“funds requested for foreign military assistance should be placed in the defense 
budget and presented to Congress on that basis.” 

However, the domestic defense budget comes to the Congress the first month 
or so of each session. Appropriations for the foreign segment of the defense 
program can only be considered at the same time if standing authority for such 
appropriations exists. For this reason—as well as for reasons of foreign 
policy—it is most desirable that such standing authorization be enacted. 

The Foreign Affairs Committee, which has played such a historic part in 
the creation and successful development of the mutual defense assistance pro- 
gram, is fully aware of the important bearing of this program on our foreign 
policy and will continue to be concerned with the program if the requested 
authorization is provided. It is the intention of the executive branch that the 
committee would continue to be provided with a full review and explanation 
of the defense assistance program. The committee and the Congress would 
also, of course, retain their present power to amend the authorizing legislation 
as may appear desirable. If after the proposed change, the defense-assistance 
program should take a course which appears unsatisfactory to the Congress it 
would always have the power to recommend a reversion to the system of annual 
authorigzations of apprypriations. 
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If. AMOUNTS OF DEFENSE ASSISTANCE 


The executive branch is concerned about the reductions in funds made in the 
Senate bill. The witnesses who have appeared before the Foreign Affairs Com- 
mittee in the last 2 weeks have set out the need for the funds requested by the 
President. The reductions proposed by the Senate bill for the fiscal year 1959 are 
especially severe. I understand that the representatives of the Department of 
Defense have gone at some length into the effect of the proposed cut in the mili- 
tary assistance program. It should be noted, however, that while the cut in mili- 
tary assistance might not be felt for 2 or 3 years, the effect of the substantial cut 
in defense support which has been proposed would be felt at once and would 
seriously undermine the economies of allied countries, especially in the Far East, 
which are maintaining substantial defense forces that we and they have agreed 
are necessary. It is hoped that the committee would see fit to remove the ceilings 
from the authorization for both military assistance and defense support and leave 
the levels of appropriations for detailed consideration by the Appropriations Com- 
mittee, as is the case in our own domestic defense budget. 


Ill, THE DEVELOPMENT LOAN FUND 


1. Continuity.—It is most important that the proposed development loan fund 
be provided with initial capital sufficient to establish a sound basis for business- 
like operations. The bill adopted by the Senate is sound in this important re- 
spect. It provides the fund with that convincing assurance of future resources 
which is the essential characteristic of any financial institution, and particularly 
of one intended to assist a long-term process like economic development. Without 
this assurance, the fund could not achieve a substantial improvement in present 
methods of development financing. 

2. Administration.—It is also important that the fund’s administrative struc- 
ture be such as will permit it to serve our foreign policy interests most effectively. 
Here again 8S. 2130 is basically sound. Certain changes made by the Senate have 
in fact strengthened the executive branch proposal for administration of the 
fund. 

The criteria for the provision of fund financing have been clarified. S. 2130 
states explicitly that this financing must be based on a firm commitment and 
reasonable prospect of repayment. This is the intention of the executive branch 
and we welcome this amendment. 

In preparing its proposals for administration of the fund, the executive 
branch considered several alternative arrangements. We considered the pos- 
sibility of placing the fund under the control of the Export-Import Bank, but 
concluded that this would be inappropriate to the purposes of the fund and 
harmful to those of the Bank, which is functioning effectively within its pres- 
ent terms of reference. There should, of course, be the closest relationship 
between the fund and the Export-Import Bank; and it is explicitly provided 
that the fund shall be administered so as not to compete with private invest- 
ment capital, the Export-Import Bank or the International Bank for Recon 
struction and Development. 

We also considered the possible advantages and disadvantages of incorporating 
the fund. On the one hand, this would provide a businesslike form for its 
operations, which would be consistent with its character and with precedent. 
On the other hand, we were disturbed by the undue administrative rigidity which 
might result. On balance, we concluded that it would be preferable to establish 
the fund in an unincorporated form, but with all the legal powers and attributes 
of a corporation, including the requirements laid on public corporations by the 
Government Corporation Control Act. 

3. Congressional control—The question has arisen both in the Foreign Af- 
fairs Committee and in the House Appropriations Committee as to the control 
which the Congress would exercise over the fund’s future use of the borrowing 
authority established in the Senate bill. 

It is clear that under the proposed legislation, as adopted by the Senate, the 
Foreign Affairs Committee would also retain full power to recommend changes 
in the authorizing legislation. In the course of the annual review of the  utual 
security program next spring, the executive branch would make a full »: nta- 
tion concerning the fund’s past and probable future operations. On the basis 
of that presentation, the committee could determine whether any change should 
be made not only in the criteria governing the fund but also in the fund’s pow- 
er to exercise the fisenl year 1959 and fiscal year 1960 borrowing authority. 
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The Senate bill also includes the requirement proposed by the executive 
branch that the fund each year “submit a budget program in accordance with 
the provisions of the Government Corporation Control Act as amended.” This 
program would show the probable scale of the fund’s operations in the fiscal 
year following that in which it was submitted. By custom it is referred to the 
Appropriations Committees. The Corporation Control Act makes it perfectly 
clear that the Congress may act on this program through an appropriations 
act in such a way as to curtail or eliminate these projected operations. 

The fund’s obligational authority for fiscal year 1959 and fiscal year 1960 
could thus be reduced, or eliminated, at any time in the future by the Congress 
by legislation or its use curtailed in an appropriation act. If the Congress de- 
cided to take this action through either the authorizing or the appropriating 
committees, the resources which S. 2130 authorizes the fund to borrow from 
the Treasury in fiscal year 1959 and fiscal year 1950 would still be on hand. 
For it would be impossible under the bill, as proposed by the executive branch 
and upproved by the Senate, for the fund to incur obligations against these 
resources before fiscal year 1959 and fiscal year 1960, respectively. This limita 
tion on annual drawing power, which was not imposed on the Export-Import 
Bank, would insure that the Congress did not commit more than 1 year’s re 
sources beyond its control to the fund at any one time. 8. 2130 thus provides 
for both the continuity of operation and the continuing congressional control 
which are essential to the fund’s sound functioning. 

(The following has been submitted by ICA for inclusion in the record:) 


COMPILATION OF COMMENTS BY THE INTERNATIONAL COOPERATION ADMINISTRA- 
PION ON REMARKS AND STATEMENTS MADE AGAINST THE FOREIGN AID PROGRAM 
“In the past 10 years we have given $60 billion to foreign nations which is 

euphemistically referred to as foreign aid. The avowed purpose, of course, is 

to win their friendship * * * .” 

Comment.—The total amount of United States net foreign grants and credits 
since July 1, 1945, is $57,662 million, of which $10,847 million was in loans, and 
$18,560 million was for direct military assistance to our allies. The purpose 
of this so-called foreign aid was not “of course, to win their friendship.” The 
real purpose was, first, to restore the war-torn economy of Europe, a program 
known as the Marshall plan in the amount of $13 billion and later, after the 
Korean invasion, to assist our allies in our joint defense against the Com- 
munist threat and to strengthen the economies of the world’s new democracies 
in short, to keep the free world free. The annual cost of doing these things is 
about one-tenth the cost of maintaining our own Defense Establishment and 
about 1 percent of our country’s gross national product. If we did not have 
our military allies, the cost in money and manpower of maintaining global 
defense by ourselves would be staggering. 

“We gave more than a billion dollars to the shaky Government of Indochina 
before that country capitulated to the Reds.” 

Comment.—There was no “government of Indochina,” shaky or otherwise; 
there were three Associated States of Indochina: Cambodia, Laos, and Vietnam. 
Up to the time they became independent, American aid to them amounted to 
$841.4 million, which includes $726.9 for military aid, channeled through 
France. With these funds we helped these countries fight a shooting war with 
the Communists, and preserved for the free world the States of Vietnam, 
Cambodia, and Laos. North Vietnam was won by the Communists in the 
Geneva settlement. Vietnam itself has never “capitulated to the Reds,” and 
does not recognize the Geneva settlement. 

“We gave Norway $300 million which was promptly applied to the reduction 
of Norway's internal debt. We gave Denmark $100 million which the Danes 
used in the same way.” 

Comment.—Net grants and credits to Norway since July 1, 1945, total $297 
million, of which $87 million was in loans; for Denmark the total is $282 million, 
with $48 million in loans. This money was spent for machinery, petroleum 
products and other commodities vitally necessary to restore these countries’ 
war-ravaged economies. The Norwegians and Danes paid for these com 
modities with their local currencies which subsequently were used, in part, 
for debt retirement to save the countries from inflationary collapse. 

“We are paying all living expenses and tuition costs for the sons of hundreds 
of wealthy Persians attending American universities.” 


cre 


th 
$4! 
tot 
mi 
wa 


in 
f qi 
pre 
an 
to 
the 
str 
les 
Le 

| 
CON 
mie 
CON 
iZil 
th« 
pri 


plo 
( 
by 
wh 
pos 
the 
wa 
ma 
Th 
ICZ 
ing 


reh 


in 
hiya 
to 
the 
era 
0 
und 
sors 
IT. 
and 
out, 


MUTUAL SECURITY ACT OF 1957 1301 


Comment.—Experience has demonstrated that ICA’s program of bringing for- 
eign nationals to the United States for 3 to 12 months for advanced technical 
training is most effective. Some 32,000 have been given such training; 600 of 
them from Iran (Persia). These 600, like the others, have received training 
in schools, factories, government and private offices and many other places 
where American know-how is to be learned. Participants in this program are 
selected jointly by the government concerned and ICA’s representatives and 
on the basis of their potential contribution to the country’s economic develop- 
ment. They are selected regardless of their net worth from among workers in 
government, industry, agriculture, or some similar field of activity. All par- 
ticipants in this program are paid fixed sums for living expenses. 

“In India, which has received a billion dollars’ worth of free goods from the 
United States, the Russians agreed to furnish that country with ore-mining 
machinery only on condition that India would purchase, not get for nothing, 
a million tons of rolled ferrous metals. Even the widely heralded gift of a 
Soviet steel mill to Nehru was no handout. It was to be repaid by 12-year 
credits at 2% percent interest. 

Comment.—lIndia has not “received a billion dollars’ worth of free goods from 
the United States.” Since July 1, 1945, net grants and credits to India total 
$468 million, of which $217 million was in grants, $251 million in loans. The 
total obligated under the program of ICA and its predecessor agencies is $335 
million of which $53 million was for technical cooperation, and $82.5 million 
was in the form of loans. 

“In the name of foreign aid our Government has built a $128,000 cowbarn 
in Lebanon to ‘demonstrate’ to average farmers living on $100 or less a year the 
equipment they should provide themselves with in order to get ahead.” 

Comment.—This so-called “cowbarn” is part of an overall animal husbandry 
program for which the Lebanese Government requested United States assist- 
ance. ‘The request was approved over 4 years ago. Funds were made available 
to the program in 1953, 1954, and 1955. No allotments have been made to it by 
the United States in 1956 or 1957. 

ICA records show that the United States contributed $48,265 toward the con- 
struction of an “experimental barn, sheds, yards, silo, ete.”’ This is almost $80,000 
less than the article states. The Lebanese Government itself spent 100,000 
Lebanese pounds (about $30,000) in addition. 

Purebred Holstein bulls were imported to improve the strain of Lebanese 
cows in order to increase milk production and thereby enable Lebanese dairy- 
men to earn more than $100 a year. The crossing of purebred bulls with native 
cows has resulted in such a great increase in milk production that new pasteur- 
izing and milk plants have been built in Lebanon which have helped to develop 
the economy and create employment. These plants were financed wholly by 
private capital. 

“But at last report everyone (in Ethiopia) was too busy to put to use 2,000 
plou sand a store of tractors rusting au ay since UNRRA days.” 

Comment.—Thousands of tons of agricultural equipment were left in Ethiopia 
by UNRRA (The United Nations Relief and Rehabilitation Administration, 
which had no connection with ICA or its predecessor agencies) in the immediate 
post-World War IT period, and before that by the Italians when the British drove 
them out in 1941. By the time the United States technical cooperation mission 
was established in 1952 this equipment was in such poor condition, through mis- 
management, lack of repair and insufficient storage space that it was unusable. 
Therefore, one of the earliest (and still continuing) projects was to assign an 
ICA technician to the job of training and supervising Ethiopians in rehabilitat 
ing it. Some of it is in use in joint United States-Ethiopian projects, and the 
rehabilitation work is still continuing under American guidance. 

“* * * the United States advanced $39,500,000 of loans to complete 2 dams 
in the most isolated part of Afghanistan. The idea was to produce industrial 
hydroelectricity and pour out water to reclaim a million acres of desert on which 
to resettle the nomads. Today, 2 to 5 years after completion of these dams, 
there still is little power equipment installed and no electricity has been gen- 
erated.” 

Comment,—This is a reference to the Helmand Valley development project, an 
undertaking of the Government of Afghanistan, and not of ICA or its predeces 
sors. Some work on this land reclamation project was done prior to World War 
II. Shortly after the end of the war, the Afghan Government resumed work 
and retained the American engineering firm of Morrison-Knudson to carry it 
out, the Afghans paying the costs. 








1302 MUTUAL SECURITY ACT OF 1957 


The Export-Import Bank in 1950 made a loan of $21 million to Afghanistan 
to continue work on the project and in 1954 made a second loan of $18,500,000. 
As of today two large storage dams and related irrigation canals have been 
completed. The primary purpose of the dam was not to generate electrical 
energy immediately, but to provide land for resettlement. Unfortunately, the 
whole project was not adequately planned by the Afghan Government. How- 
ever, so much had already been done that ICA has tried to help the Afghan 
Government realize as much as possible on its investment and has provided 
Afghanistan with technicians as advisers on the project. ICA also financed a 
survey by the Tudor Engineering Co. of San Francisco, designed to assist the 
Afghans to complete the development as well as possible. 

Courtney Kimler said, “Show them (Afghans) how to make a $5 weaving rack 
so the rugmakers can bring their work inside during the winter months in which 
they now sit idle * * * no one would listen” (presumably meaning ICA). 

Comment.—Mr. Kimler was sent to Afghanistan in 1955 by ICA, and again in 
1956 by ICA. His reports recommended that assistance be given to the rug- 
weaving industry and this proposal was adopted by ICA. One of the foremost 
authorities on rug weaving in the United States was sent to Afghanistan by 
IGA, and he has been working there on a rug-wenving project for almost a 
year. 

“Instead of starting with wheel and axle, ICA gave $14,500,000 (to Afghani- 
stan) last year to start 5 airports and provide electronic equipment for a sirth 
which Russia is constructing.” 

Comment.—The United States believes that it would be highly advantageous 
to the free world to direct the trade and travel of Afghanistan, long an object of 
Russian expansion, southward instead of northward to Soviet Russia. There- 
fore, ICA is planning to assist in highway development between Afghanistan 
and Pakistan. The terrain makes railroad development of doubtful wisdom. 

The civil aviation program was requested by the Government of Afghanistan. 
Under this program the United States will help Afghanistan expand its domestic 
airlines, supplies, build new airports and improve air to ground communica- 
tions. As a result of the development with part of these funds of an inter 
national airport at Kandahar, Afghanistan’s second largest city, United States 
commercial planes will be able to link Afghanistan with the other countries 
of the free world. 

ES TOs spent little on these communit y-de ve lopment projects last year’ 
(in India). 

Comment.—Many present ICA technical cooperation projects are connected 
in one way or another with the community-development program in Indian. ICA 


has supported the following activities in India in this fielé: Extension xn 
home science advisers; the services of five land-grant colleges to oi! agricultur 
education and research institutions; projects in agricultural information: live 


stock improvement, irrigation, marketing, and dairy development; pesticides 
and equipment in support of the malaria control program; pipe and other sup 
plies to the national water supply and sanitation programs; health experts and 
demonstration equipment which will help train a quarter million doctors and a 
half million nurses; help in the development of home science departments in 
universities and aid in the reorientation and expansion of the secondary schoo! 
system. 

“A United States mission of more than 400 works hard” (in India). 

Comment.—As of February 1957 there were 160 Americans on ICA’s payroll 
in India and &2 under contract in India, making a total of 242. In addition, 
there were 174 Indian nationals working for the mission. Mission employees 
are assigned to live and work in all parts of India, not just in the mission head- 
quarters. 

“In 1954, after telling Congress that it intended to spend but $639,000 on all 
transportation and communications in the country, the mission made India an 
outright gift of $20,500,000 worth of new railroad equipment alone 

Comment.—Congress had continuously recognized the authority of ICA and 
its predecessor organizations to transfer funds from one program to another. 
The figures presented to the Congress are the result of planning which has to be 
developed months ahead of time. Often when the time comes to put the program 
into effect, conditions in a country have changed materially, and the best results 
can be achieved by changing the program to meet the then existing conditions. 

In making the illystrative presentation to Congress in the summer of 1953, 
the Foreign Operations Administration (predecessor to ICA) listed $639,000 
for “transportation, communications, power” for India. More than 6 months 
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after this illustrative program had been presented, the Foreign Operations 
Administration approved an India railway program of $20.5 million. 

The reason for this change was that during the summer of 1953 food produc- 
tion in India and grain harvests far exceeded expectations. As a result, the 
Indian Government urgently asked assistance be given to their railroad rehabili- 
tation program so that this food and other materials could be properly distributed 
through the nation. Funds were therefore transferred from proposed agri- 
cultural programs into the more pressing railway program. 

“* * * or foreign aid officials in India decided to donate $1,539,000 worth of 
prefabricated steel for 52 easy-to-erect grain silos and warehouses * * *” 
“* * * J04 approved a request from its office in India for an additional $4 million 
of United States taxpayers’ money for 600 more warehouses—in spite of the fact 
that in 2 years the Indians hadn't got around to putting up the buildings we had 
already sent.” 

Comment.—To avert the threat of repeated local famine conditions, the 
Government of India is in the process of establishing a grain reserve of some 
2 million tons. This reserve requires a greatly expanded storage capacity. 

The 50 prefabricated buildings for flat storage of grain and 2 silos arrived 
in India in December 1955. In April 1956, at India’s request, ICA agreed to 
supply an additional 500 storage buildings at a cost of $4 million, contingent, 
however, on the erection of the first 52 buildings by the Indian Government. 
Unfortunately, there were delays on the part of the Indian Government, so that 
early in 1957 ICA reduced the number of buildings to be constructed under this 
program from 500 to 100. In March 1957, not having received the previoulsy 
requested assurances with respect to the construction of the 52 buildings, the 
entire $4 million project was canceled by ICA. 

“Nearly 4 million dollars’ worth of motor vehicles was given away” (to India). 

Comment.—Motorized transport equipment has been one of the major United 
States contributions to India’s community development program which the 
article earlier describes as India’s “best project.” The value of this equip- 
ment over the 5 years since the United States aid program began totals nearly 
$8 million and includes nearly 2,000 jeeps which are the only motorized transport 
equipment which can be used in many parts of India: 236 jeep station wagons; 
30 health vans; 34 motor graders; 163 tractors, some of them fitted with bull- 
dozers ; 38 road tillers ; and 350 trailers. 

“G. Corson Ellis, vice president of the Association of Consulting Management 
Engineers, * * * told the House Foreign Affairs Committee that he was not per- 
mitted to serve private businesses—just government undertakings; that he had 
to wait 7 months before the Indian Government would let him have any people 
to train; that his job was impossible because of a resistance to criticism and to 
the idea of a free economy.” 

Comment.—Mr. Ellis, a partner in the management engineering firm of A. T. 
Kearney Co., of Chicago, went to India in 1955 under an ICA-financed contract 
between his firm and the Government of India to set up a management develop- 
ment program. In 1956, a little more than a year later, the contract between 
Ellis and the Indian Government was mutually terminated. The principal rea- 
son why ICA originally sponsored the contract was in an endeavor to bring 
about a more enlightened attitude on the part of the Indians toward private 
management which would alleviate some of the problems of which Mr. Ellis 
complained. Other United States management engineering firms are still carry- 
ing on management development programs in India, and have been able to work 
effectively with Indian private industry. 

“In Greece, Marshall plan tractors rusted on the docks 2 years after arrival 
because the country couldn't absorb all the aid we insisted upon giving.” 

Comment.—The tractors referred to were sent to Greece by UNRRA in early 
1946, and had no connection with ICA or its predecessor agencies. Because of 
the civil war in Greece and because a number of the tractors were unusable in 
that country without certain modifications in their equipment, the tractors were 
not used immediately. Eventually, however, the tractors were converted and 
were absorbed by the Greek economy. 

“Recently, in Laos, @ country of 1% million inhabitants, Congressmen saw a 
depot crammed with enough expensive drugs, hypodermic needles and other medi- 
cal supplies to care for much of Southeast Asia,” 

ICA has supplied $83,000 worth of first-aid kits for the Laotian villages and 
$150,000 worth of pharmaceuticals for use in the malaria-eradication program. 

The Philippine-Laos Junior Chamber of Commerce has jointly sponsored a 
project called Operation Brotherhood which supplies medical items donated by 
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pharmaceutical houses. Dr. Thomas A. Dooley, a young ex-United States Na‘ 

doctor, is also operating a small private medical team in Laos and has enlisted 
the aid of many American drug supply houses to help him carry out. hi 
mission. 

Private importers have also been allowed, by the Laos Government, to pur 
chase pharmaceuticals through normal trade channels. 

“Hrpensive pieces of electrical equipment, including electronic microscopes, 
were purchased for the Philippines when no power or personnel to operate them 
was available.” 

Comment.—When arrangements were made to send an electronic microscope 
to the Los Banos College of Agriculture—about 30 miles from Manila—verbal 
agreements had been made to get power from the Philippine National Power 
Co. Later it was deemed not economically feasible to put a powerline into the 
college. The college had been generating its own power from outmoded and 
obsolescent equipment. ICA supplied some new generators. These supplied 
power not only for the new microscope, but also for the entire college. A Filipino 
operator for the electronic microscope has been trained in the United States and 
is working for the Los Banos College. 

“Distill d water was ordered fron the United States to he shippe ad to Manila. 
despite the fact that stills to produce such water on the scene had already been 
supplied.” 

Comment.—Two hundred and fifty dollars worth of “distilled water’ was 
sent to the Philippines in 1951 by the Mutual Security Agency (predecessor to 
FOA and ICA). This was specially prepared distilled water to be used for 
intravenous injections. There was an inadequate supply of vials in the Philip 
pines at the time—the vials of water from the United States cost 10 cents each 
and it would have cost approximately the same to have sent empty vials and 
have_had the Filipinos fil] them. 

“Jordan, a poor, arid country with 1,500,000 population, has an overwhelming 


problem: A half million Arab refugees from Palestine Our major cure has 


been to construct throughwaus for the country’s fewer than 9.000 automobiles. 
Comment.—The major cure for the Palestine refugee problem has never been 
roadbuilding but development of the Jordan River. To this end the President 


3 “rs ago designated Eric Johnston as his special representative to try to 


get the 4 countries involved—Israel, Jordan, Syria, nd TLebanot Oo agree 
to develop the river, to date without success The United States has for the 
past several years contributed millions of dollars to the I N. to feed the 


Palestine refugees. The road program is not pat a direct attempt to relieve 
| 


the refugee problet j 

Jordan has only 225 miles of railroad, so it must also depend on highway 
transportation. Following the establishment of the State of Israel, transporta- 
tion which had formerly flowed east-west from Jordan to the Mediterra in 
was cut off and had to be diverted into a north-south movement. There was 
a need for connecting links with roads leading northward to Lebanon and 





Syria and southward to the port of Aquaba, and for roads connecting the 4 
areas of Jordan containing the bulk of the country’s 11% million population, 
including the Arab refugees. A total of 13 projects involving 72 miles of road 
were undertaken. The largest stretch is about 30 miles long Most of these 


roads are only gravel 

“In Thailand a 200-mile asphalt road was undertaken as a 1-year $6% mil 
lion ‘dramatic demonstration of United States efficiency in peaceful pursuits,’ 
but after 2% years the estimated cost has skyrocketed to $18 million for just 
the first 100-mile stretch, with completion not due before 1958 Veantime, ICA 
has expanded this ‘demonstratiow into a series of Thai highway projects which 
by June will have cost us $45 million and no end in sight.” 

Comment.—The purpose of this road was not basica 
matic demonstration” but was instead one of the first elements of the new 
defense support program undertaken in mid fiscal year 1955 in response to 
increased Communist penetration of the neighboring countries of Vietnam, 
Cambodia, and Laos This highway is part of a program to increase the 
mobility of Thailand’s defense and internal security forces. 

At an early stage, a preliminary cost figure of $614 million (plus a $1 million 
Thai contribution) was suggested, based on generally unchecked Thai data. 
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However, before ICA undertook to contract for any of this work, an engineer- 
ing survey was arranged in order to secure more realistic cost figures. This 
resulted in an estimate of $22 million for a 200-mile highway. Consequently, 
it was decided to build only the first, more critical, 100-mile segment, which 
costs about $18 million because it is all new construction through difficult 
terrain. The second 100-mile stretch was to have been only the rehabilitation 
of an existing highway. 

A general highway improvement program was also undertaken to improve key 
segments of the Thai highway system. This was not a mushrooming into a 
“series” of other projects with ‘no end in sight,” but constituted instead a 
comprehensive plan for highway improvement for primarily defense and internal 
security reasons. Over a 3-year period the cost will be approximately $45 
million. 

“The American contractors’ 150 employees (working on the highway project 
in Thailand) have to be paid during the 6-month rainy season when they can 
only sit * * * the boss of one team collects $27,750 a year; * ¢ * 14 other 
engineers get $17,400 each * * *,” 

Comment.—Ungineering and construction operations in Thailand proceed 
throughout the rainy season with comparatively little lost time because much 
of the highway is being built through a semiarid part of the country. 

ICA carefully screens all salary contracts to insure that they are equitable 
and necessary in order to secure competent highway engineers and construc- 
tion personnel in the present highly competitive United States market for these 
critical specialists. Personnel of substantial experience and competence are 
needed for this difficult work. 

“Veanwhile, Burma, 4 years ago, rejected further wholesale gifts from the 
United States.” 

Comment.—In 1953, after nearly 3 years of technical cooperation with the 
United States, Burma for political reasons not related to the United States aid 
program, requested that the program be phased out. This was done gradually 
over a period of months, and Burma contracted with some of the United States 
technicians to stay on and work in the employ of the Burma Government. 

However, we are again carrying on a program in Burma. The Burmese on 
March 21, 1957, concluded 2 loan agreements with the United States totaling 
$42.3 million, $17.3 million of which is in Burmese currency received from 
Burma for the purchase of United States surplus agricultural products. All 
these loan funds are to be used to further economic development in Burma, and 
are to be repaid with interest over a 40-year period. 

“In the current fiscal year $1,749 million was appropriated for nonmilitary 
assistance—an increase of $68 million over 1956, even though ICA ended the 
year with a backlog of nearly 2 billions it had been unable to spend.” 

Comment.—Because it operates on the basis of year-to-year appropriations, 
ICA must always have a pipeline of unexpended obligations to pay for com- 
modities and goods on order, and to finance previously approved projects and 
contracts. At the end of 1956 fiscal year, ICA’s unexpended balance was 
$1,760,200,000, but of this amount $1,617,600,000 was unexpended obligations. 
The remainder included $97,200,000 in special Asian economic development 
funds which Congress authorized to be obligated over a 3-year period and a 
congressional reappropriation of $45,300,000 in Palestine refugee funds which 
remained unobligated at the end of the 1956 fiscal year. Under law, ICA 
unobligated funds remaining at the end of a fis« 
ations accounts automatically revert to the Treas 
propriated by Congress. 


‘al year in annual appropri- 
tury unless specifically reap- 


“By 1953 the foreign aid bureaucracy had become so swollen and topheavy 
that Congress ordered a 10 percent cut in its 7,000 personnel. Yet today it has 
more employees than ever—more than 8,000.” 

Comment.—Total employment in ICA has risen from 7,556 on January 31, 
1953, to 8,616 as of January 31, 1957, but these figures do not reflect the signifi- 
cant changes that have taken place in the nature of the program and the com- 
position of its personnel. The following figures are provided for comparative 
purposes : 
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Jan. 31, 1953 | Jan. 31, 1954 | Jan. 31, 195 


Americans: 

Administrative - - 2, 784 1, 952 2,101 
Program. 1, 990 2, 055 3, O88 
| 4,774 4,007 | 5, 189 

Foreign nationals: 
Administrative_ es | 1, 664 1,121 | 1, 197 
ee ames peat | 1,118 883 | 2, 230 
2, 782 | 2, 004 | 3, 427 
a i a ea he a 7, 556 | 6, O11 8, 616 


The number of employees paid from administrative funds has been sub- 
stantially reduced, while those paid from program funds (technicians) have 
increased. This change is primarily because ICA is no longer concerned with 
the economic rehabilitation of the developed countries of Europe but has turned 
toward the less developed areas of the world. This has necessitated a change 
in the type of employee required by the program. Increasing emphasis has 
been given to the employment of qualified American technicians who can trans- 
mit American techniques and methods to the indigenous population of the 
underdeveloped countries. 

“A total security blackout shields expenditures for military aid from inquiry.” 

Comment.—The Senate Foreign Relations Committee report (S. Rept. No. 417, 
p. 5) notes that “complete detailed figures are available in the Foreign Relations 
Committee room to give Senators and will be available in the Senate Chamber 
during the consideration of this bill for confidential examination by any Senator.” 

“Some $40 billion in American economic aid and outright grants have been 
used to pay off national debts of foreign countries like Norway and Denmark, 
while our own debt has mounted higher and higher.” 

Comment.—Dollars were not used to retire national debts of these countries. 
A total of some 1.9 billion kroner in Norwegian-owned counterpart funds 
(equivalent to $292.7 million) was released for this purpose during the Mar- 
shall plan. 

Similarly, a total of some 899 million Danish kroner (equivalent to $130.1 
million) was released for debt retirement in Denmark. 

The local currency funds were generated in Europe by the Marshall plan, 
which provided the respective nations with various commodities needed for 
reconstruction of their war-torn economies. In Norway and Denmark, such 
commodities as petroleum products, grains, industrial machinery and iron and 
steel mill materials predominated. Recipients of these commodities paid for 
them in the local currency equivalent of their delivered cost. 

The local currency paid by the Norwegians and Danes for these commodities 
was placed in the counterpart fund of each country, as provided in the original 
legislation creating the Marshall plan. These special local currency accounts, 
the ECA Act of 1948 provided, were “held or used within such country for such 
purposes as may be agreed to between such country and the administration in 
consultation with the National Advisory Council on International Monetary 
and Financial Problems * * * for a variety of purposes consistent with the 
objectives of the act.” 

Among these purposes for which local currency counterpart funds were used 
were various measures to promote monetary and financial stabilization, and 
among those measures was the release of some of the locally owned counter- 
part for debt retirement. 

In 1954, some years after the releases of counterpart for debt retirement in 
these two countries, Congress provided in the Mutual Security Act that counter- 
part could not henceforth be used for debt retirement. 

“They have been used to stabilize foreign currencies while inflation feeds like 
a brush fire at home.” 

Comment.—A natural consequence of war and a period of reconstruction is 
a serious condition of economic instability, usually accompanied by some degree 
of inflation. This condition also tends to take place in the initial stages of a 
country’s independence and growth as rates of investment beyond capacity of 
the country lead to searcity of foreign exchange and domestic goods as well. 
The foreign assistance programs since the end of World War II have devoted, 
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sometimes in the context of maintaining a defense contribution and sometimes 
to simply prevent economy of a country from going under, to efforts to stabilize 
the economies of many countries whose future is of interest to the United States. 
In the process of providing import items and contributing capital for develop- 
ment frequently the monetary system of a country is stabilized along with other 
elements of the economy. Relative to some of the inflationary instances in 
foreign countries, the United States has of course had a period of price stability. 

“They have been used to add millions of acres to foreign farm crop production, 
while acreage allotments for our own farmers have been reduced here at home.” 

Comment.—While “millions of acres” is somewhat of an exaggeration, it is 
true that the assistance programs have been used to increase foreign farm crop 
production. All but a very few countries of the world are basically agricultural 
and, if population increases, there is an increased burden on already inadequate 
food supplies resulting in privation, political and economic instability and oppor- 
tunities for Soviet exploitation. Basie to the technical assistance program and 
much of what we have done with economic and defense support aid in the less 
developed countries has been and must continue to be effort to increase crop 
production for domestic consumption purposes. The improving of strains of 
seed corn, technique of fertilizer production, the supplying of agricultural 
machinery where it can appropriately contribute to a country’s needs are part 
of a pattern of assisting countries on their own efforts to solve domestic food 
problems. If it is in the interest of the United States to support or to help sup- 
port a country’s economy for either military or long-term development pur- 
poses, it is therefore essential to help support the agricultural sector of the 
economies. 

“Vast hydroelectric dams and irrigation and river development projects are 
heing carried on all over the world, while floods continue to ravage our land 
and while our own industries cry for more power.” 

Comment.—As in the case of contributing to agricultural production where 
river development projects have been partially financed with United States 
funds, this is done because there is an economic problem, the solution of which 
is important to the security interests of the United States. As a matter of fact 
there have been relatively few instances of major financing of large hydroelectric 
dams, although individual equipment items have been provided in quite a number 
of cases, and at least since the economic reconstruction of Europe there has not 
been a large proportion of United States funds through the mutual security pro- 
gram devoted to power production. Where there is a need for further agricul- 
tural land the United States, through technical cooperation and other programs, 
is making some contribution to irrigation projects. As in the case of many joint 
purpose projects, there is frequently a flood-control benefit resulting from the 
undertaking of a dam construction project. Although the loss of life frequently 
runs into thousands in some countries and the United States might be justified, 
from a humanitarian point of view, for helping to curb some of the most disas- 
trous floods abroad, direct assistance has not been devoted to this purpose in 
any substantial degree. 

‘A million dollars of our taw money is being used in Paraguay for the benefit 
of a single religious sect while such a practice would he frowned on as uncon- 
stitutional and contrary to public policy in our own country.” 

Comment.—Under terms of the Mutual Security Act of 1956 and particularly 
the Smathers amendment, the Government of the United States is prepared to 
make loans to foreign governments, the purpose of which is to permit those 
governments in turn to develop more fully the productive capacities and natural 
resources of their countries. 


Agreement was reached late in April 1957, for a $1 million loan to Paraguay, 
whereby the Government of Paraguay will in turn make loans to the Mennonite 
colonies in Paraguay for development purposes. The Government of Paraguay 
agrees to repay the loan to the United States within 20 years 

The situation is essentially this: The Mennonite colonies are made up of 
cnerget nd ingenious people hey ave developed some small industries of 


} 


their own and are good farmers. With capital, they can set up such industries 
us manufacture of glass jars, processing of fruits, vegetables, and other products, 
slaughterhouses, shoe manufacture, and so on. With bulldozers and other 
equipment, they can clear land and increase agricultural acreage. All these 
things will contribute to economic development in Paraguay. 

Paraguay is a predominantly Roman Catholic country but relations of the 
Government with the Mennonite colonies are friendly and cooperative. Recently 
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when a refrigerator in a Mennonite hospital burned, the President of Paraguay 
gave the hospital a new one and the gift was inscribed as a gift from the 
President. 

The Mennonites were the first agricultural settlers to attempt, on a relatively 
large scale, the utilization of the central part of the Paraguayan Chaco. The 
Paraguayan Government gave them a very liberal charter with guaranties 
of noninterference and various economic concessions. 

The basic economic problems of the area are poor transportation and inade- 
quate markets for most products that are grown. Mennonite colonists, gen- 
erally speaking, are farming the best land yet found or cleared in the Chaco, 
from the standpoint of soil fertility, slope, drainage, and general suitability for 
farming. 

Highway transportation in Paraguay contributes only 1 percent to the gross 
national product and there is not a single completed transcountry road. Until 
recently there were only 50 miles of hard-surface highway in the country. 
Under these circumstances, the Government of Paraguay has given highway 
construction high priority and the Trans-Chaco Road project has brought to- 
gether the Government of Paraguay, the Mennonites, the Chaco ranchers In 
1955, ICA entered into a contract with the Mennonite Central Committee to 
supply operators of heavy machinery and to help train Paraguayans in road- 
building and highway maintenance. 

“We are spending billions in foreign countries to reclaim or open up new lands 
and build all types of new housing while our own people and our veterans are 
relegated to substandard housing.” 

Comment.—It is difficult, of course, to measure in terms of the total United 
States interest whether a dollar brings a greater return allocated to a veteran 
housing project at home or the reclaiming of swamplands in Africa. Both 
allocations are important and probably would be undertaken if the total United 
States resources were ample to go around. In spending millions, not billions, 
for reclamation and housing abroad we do so only when an outlay of United 
States funds for these purposes contributes significantly to the furthering of 
our position in the world. The greatest and most wasteful expenditure of funds 
is that used in fighting a war. Mutual security funds, even those dedicated to 
reclamation and other kinds of purposes noted above, are intimately connected 
with securing the peace and preventing the kind of wastefulness which war 
involves. We must look at it in terms of the people of Africa, for example, as 
being important to us because the resources of Africa are important to our 
economy and because our strength in the world today would be less if Africa 
fell to the common enemy. This is not to say that new housing for veterans is 
not important. Of course it is and with a growing United States wealth it 
would be hoped that we can both maintain our high standards at home and insure 
through instruments of foreign and military policy such as the mutual security 
program that we will live to enjoy our material wealth at home. 

(An incidental note is that mutual-security funds are not generally allocated 
for purposes of housing construction, since there are normally higher priority 
uses for limited funds in such fields as agriculture and industry. There have 
been cases, of course, where local currency “counterpart funds” have been used 
for housing at the discretion of the country which owns those currencies and 
some other instances of minor assistance to basic housing projects where that 
project had very specific political importance. ) 

“Highways and bridges are being built in foreign lands while our own road 
system has been neglected for many years.” 

Comment.—Highway improvement is a very high priority item in the mutual 
security program for any of the following reasons: 

(a) The importance of the highway system to the defense of a country which 
we are mutually allied with and supporting for common defense objectives 

(6) The construction of highways for farm-to-market roads in the less devel- 
oped countries where the lack of transportation is commonly considered to be 
a principal deterrent to economic growth 

It must be understood of course that the highways noted above are actually 
constructed by foreign countries and the United States role is that of providing 
technical advice, which we as the leading roadbuilding country have in ample 
supply, and the supplying of certain construction items such as steel or road- 
building equipment. Normally for the relatively little United States dollar out- 
put for this activity a very substantial local contribution is made. Certainly 
our own road system should not be neglected and it is hoped that it is not being 
neglected. Again, where the economy of a country for military or other pur- 
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poses is important to the United States it may well be in our interest to contribute 
to the construction of highways and bridges. 

The total amount of mutual-security funding for highway and bridge con- 
struction is running at the rate of $65 to $75 million per year and it is not felt 
that this amount, which contributes substantially to our national security, would 
make a very substantial difference in the quality or length of the United States 
highway network. 

“American funds have been used to subsidize tax cuts in foreign lands.” 

Comment.—American assistance has been used and is being used to finance 
programs and objectives in foreign lands that are in the mutual-security interests 
of the United States. Without this assistance, these United States security 
interests would not have been attained. 

While it is not denied that tax cuts of minor proportions, and often of a tem- 
porary nature, have taken place in isolated instances abroad, it is noted that 
these have been confined, however, to countries, e. g., the United Kingdom, where 
the overall tax burden as a percentage of gross national product is higher than 
in the United States. Below is a table showing the relative tax burden of many 
European countries : 


European taxes as percent of gross national product, 1956" 


Gro 
national otal taxes Percent 
product 
Belgiur 10, 200 2, 448 24.0 
Denmark 2 4, 360 1,073 24.6 
France 52, 500 16, 400 31.2 
Ge Ln 45, 000 15, 100 53. 6 
Italy 22, 670 6, 197 27.3 
Netherland 8, 215 2, 422 9, 5 
Norway 465 1, 023 29. 5 
Portugal 1, 925 #300 15.6 
United Kingde 2 57, 300 16, 700 29. 1 
tal 205, 635 61, 663 30.0 
United States $12, 400 107, 700 26. 1 
' Calend vear for gross national product Country fiseal year for taxes 
G tional x<juct for prior calendar years rather than current calendar year to conform to tax fiscal 
year ending Mar 
Average of pri nd current year’ ross national product to conform to tax fiscal year ending June 30. 
4 Prelimi 


There is no evidence that American funds have been used to subsidize any 
tax cuts. 

“While unfair foreign competition is closing the doors of numerous American 
industries, we continue to send our technicians and machines to foreign lands 
to provide the know-how to produce goods that will destroy markets for our 
own due to the vast differential between slave wages and free wages.” 

Comment.—The more developed the country the better customer it is. 


United States exports in 1955 per inhabitant of the country 


Developed countries: Underdeveloped countries: 
TRI ia icc Sk nite chases ta $3. 40 
Netherlands ___~ anand 44. 47 | [ran sci ac laa at cecal 
United Kingdom_-__--~--- 17. 88 REO MOBIO ic esiineie ce ccane ae 91 
ROI iiss Satelit eo 11. 90 | CIID i nica ncsithntinaas sient i . 70 
Japan oe 7.16} ON SE a ee ree 19 


“We have even sent bulls to Lebanon.” 

Comment.—In 1952 there was 1 small dairy and 1 small milk plant in Lebanon. 
The Lebanese were unable to obtain more than 10 percent of the milk needed 
for normal development. Hence, in 1952 the United States technical assistance 
program in Lebanon provided for the importation of purebred Holstein cattle. 
Thirty heifers and twenty-two bulls were imported from Holland—the cheapest 
source. Through interbreeding of improved strains of cattle, the dairy industry 
of Lebanon was founded. 

Since the importation, approximately 2,500 Lebanese dairy cows have been 
bred to the 22 Holland bulls and over 200 head of Holstein cattle have been im- 
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ported by local Lebanese dairymen. The milk yield of the crossbred cows is 
more than double that of native cows. Asa result of the United States technical 
assistance program, Anjar Village, for example, ships 5,000 pounds of milk 
per day to Beirut as compared with 70 pounds per day 3 years ago. This pro- 
duction is from small farmers owning 1 to 5 cows. In the Beirut area today, 
there are 6 pasteurizing plants and the wealth of the dairy farmers has been 
augmented by $1 million during these 5 years. 

“We spent $2 million to provide water and public bath facilities for 200 
Lebanese villages.” 

Comment.—The village water supply program in Lebanon is part of that 
country’s own development program. It is a byproduct of the Litani River Basin 
development project, the first phase of which is being financed by an IBRD loan 
of $27 million. 

The village water supply improvement program is an undertaking of the 
Lebanese Government now in power, a government which is strongly prowestern 
and which is now being voted on by the Lebanese people, and is a program de 
signed to do something to improve the standards and living conditions for the 
Lebanese people. Its purpose is to improve living conditions in the villages so 
Lebanese will be encouraged to stay in their villages rather than move to Beirut 
and Tripoli and thus bring about slum conditions in these urban centers. 

The United States has contributed about S2 million of materials, supplies, 
and equipment for water supply improvements in about 175 villages. The 
Lebanese Government itself has spent more than $7 million 

The primary purpose of the project is to provide the villages with safe drinking 
water supplies. 

If there are any public baths connected with the projects it is simply because 
that where you have running water, a bath or water closet is a natural result. 

“We have built an Italian village that nobody wanted to live in.” 

Comment.—Presumably the reference is to the new village o° La Martella, 
built in the province not far from the old city of Matera, in southern Italy, 
which was comprised of notorious cave dwellings. A number of the peasants of 
Matera lived in caves under wretched conditions. The caves were not owned 
by them, but rented. The rehousing project in the new village was only part 
of a rehabilitation project of land reclamation and resettlement in order to 
improve the economic opportunities of the inhabitants. The project was carried 
out with Italian-owned local currency counterpart funds (Italian lire paid by 
Italians to purchase Marshall plan provided commodities). 

Actually, the resources available were not sufficient to eliminate cave dwellings 
entirely, but the worst of them were evacuated by resettlement. The new village 
of La Martella provided housing for peasants close to the land they worked. 

Some of the people had to continue to live in caves because the new village 
could not accommodate all of them. The new village is definitely inhabited. 

“We have built iron and steel plants costing nearly a billion dollars in 24 
countries.” 

Comment.—Financial assistance, direct and indirect, has been provided to 
the steel industry in foreign countries by the United States Government. 
Available records indicate such assistance totals approximately $866 million. 
Of this $701 million was extended direct by agencies of the United States Gov- 
ernment and $165 million was provided by the International Bank for Recon- 
struction. Direct financial aid was extended under the Marshall plan and 
through the facility of the Export-Import Bank. Grants accounted for approx- 
imately $246 million, repayable loans or guaranties $455 million. 

The major portion of this assistance was to the steel industries of Western 
Europe. Actions with respect to reconstruction and rehabilitation of the econo- 
mies of these countries resultant from war damage and deterioration and sup- 
port of economic activities sufficient to make these countries economically self- 
reliant and strong enough to resist external aggression required tremendous 
quantities of steel. From the standpoint of availability of steel in the quantity 
required could not be provided from the United States without serious detri- 
ment to our own economic well-being. The cost of providing such steel, had it 
come from the United States would have represented a dollar cost which could 
not have been borne by the foreign government. Such cost would have far 
exceeded the cost of the manufacturing facility. Despite the very large expan- 
sion in steel production throughout the free world, including the expansion of the 
American industry, steel is still in relatively tight supply. 

Failure to have available the production from the plant and facility which in 
part resulted from financial assistance from the United States Government, 
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could easily have resulted in a situation of such chaotic nature that our free 
way of life could have been lost to the world. 

“We have built a road in Iran that leads to nowhere.” 

Comment.—This is presumably the access road leading to the Karaj Dam con- 
struction project in Iran. This road is an arterial highway running from 
Teheran to the vital Caspian area. It was necessary to relocate this road from 
a position which will eventually be covered by the Karaj Dam reservoir. The 
road also serves as an access road to the construction site during the building 
of the dam. The Iranian Government is proceeding with the construction of 
the Karaj Dam; the road therefore not only leads somewhere but is an essential 
link in the Iranian network since it is the only direct road linking the capital to 
the Caspian seacoast. 

“Why, we have even built public restrooms in the Philippines and bathing 
facilities for Egyptian camel drivers. We have sent collapsible toothpaste tubes 
to Cambodia, dress suits to Grecian undertakers, and icebozres to Eskimos.” 

Comment.—With regard to the “public restrooms, dress suits for Grecian un- 
dertakers, public baths for Egyptian camel drivers, and even iceboxes for 
Eskimos” charge, this is a complete fabrication, with no basis of fact whatso- 
ever. ICA can find no record of toothpaste tubes being provided to Cambodia. 

“Was a plant built on Formosa for processing silica and then allowed to 
stand idle when the anticipated silica deposits did not materialize?” 

Comment. 

1. Probable project referred to: Treatment plant at Suso for concentration 
and furnishing mica and quartz products from a mine nearby in Ilan Prefec- 
ture. 

2. United States aid furnished : $37,000 in United States dollars for machinery 
and equipment. Loan of local currency of equivalent to approximately $40,000 
at current exchange rate for rehabilitation of mine and processing plant. 

3. Project development: Studies undertaken prior to the obligation of United 
States aid funds indicated that there were sufficient deposits of mica to justify 
undertaking this project. Construction of plant was completed in July 1954. 
Extensive exploration subsequently failed to locate sufficient quantities of mica 
for a commercial mining operation. By this time about half the equipment had 
been installed. The other half has been stored pending allocation to other 
needs, and for this the Chinese Government has been requested to refund 
$18,323.03 to the United States Government. The half that was installed is being 
usefully utilized in pulverizing tale and limestone 

“We have sent hot-lipped musicians abroad who have earned more money than 
the President.” 

Comment.—Public Law 860, 84th Congress, authorized the President to provide 
for tours abroad by creative and performing artists and athletes from the United 
States to strengthen the ties which unite us with other nations by demonstrating 
the cultural interests, developments, and achievements of the people of the United 
States 

Out of &6 cultural groups assisted since the inception of this program under 
supplemental appropriation in 1954, only 4 have been jazz orchestras. While 
jazz has occupied a very small place in the program, it has proved unexcelled in 
reaching important segments of foreign audiences—particularly the younger 
stratum of the population often susceptible to Communist blandishments. 

To insure that groups selected for tours abroad represent America’s cultural 
best, a selection panel of private independent experts in the field of music passes 
on the artistic qualifications of each group proposed. Groups assisted on the 
recommendation of this panel include orchestras led by Dizzy Gillespie, Benny 
Goodman, Wilbur DeParis, and Ray McKinley. 

The Department of State believes that substantial benefits have accrued to the 
United States as a result of these tours. It is generally conceded abroad that 
American jazz has made a unique contribution to the world of music, and to young 
people in almost every country it represents freedom, vitality, and a new kind 
of musical expression. 

Recent news stories have widely misstated the costs to the Government of these 
tours. Some attention has focused particularly on the tour of the Dizzy Gillespie 
Band in the Near East. This orchestra normally performs in the United States 
at a cost of from $8,000 to $10,000 per week, but agreed to this tour for an 8-week 
period at a weekly fee of $6,250. Even the normal fee of this orchestra is con- 
siderably smaller than those commanded by other top-ranking jazz groups. 
Revenues obtained from the tour reduced the cost to the Government. From the 
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salary paid to the leader of the orchestra, he was required to employ a road 
manager and to defray that individual’s salary. 

“We are spending millions of dollars for King Saud who maintains 24 palaces 
and has a fleet of 250 Cadillacs, a fleet of private airliners, and whose present 
income from vast oil reserves has been estimated at around $48 million a year.” 

Comment.—The United States has maintained important and special relations 
with Saudi Arabia since World War II, when King Ibn Saud permitted the 
United States to construct a strategic airfield at Dhahran. The United States, 
on April 2 of this year, concluded a new agreement with Saudi Arabia which 
provides for the use of facilities at this important airfield for an additional 5 
years. The United States thus retains operation of the only landing and re- 
fueling point for aircraft between Libya and the Philippines. The recent round- 
the-world flight of B—52 bombers, for example, refueled over Dhahran. 

As part of the same agreement, the United States will continue to supply 
training services to the Saudi Arabian armed forces and will continue to assist 
in the operation of the civilian airport at Dhahran. Saudi Arabia will be per- 
mitted to purchase military equipment from the United States under the pro- 
visions of section 106 of the Mutual Security Act of 1954. 

The United States will also provide economic assistance for projects of mutual 
benefit such as a new air terminal at the Dhahran airfield, and an expansion 
of the nearby port of Damman. This represents the extent of United States 
assistance to Saudi Arabia. 

It is also pertinent in this connection to note the significant role which King 
Saud is currently playing in the Near East. Saudi Arabia has given and is 
giving important support to help combat the menace of international communism. 
The United States welcomes this and has received substantial support from 
Saudi Arabia for American foreign policy objectives. Saudi Arabia has no 
relations with the Soviet bloc. King Saud has indicated his support for the 
American doctrine. He has just completed an important state visit to prowestern 
Irag and is now on a visit to King Hussein of Jordan, whom he has supported 
against the opposition of subversive elements in Jordan. 

“We have set up a pension program for overaged Nationalist Chinese soldiers.” 

Comment.—Over the last 2 years through the mutual security program the 
United States has found it in its interest to contribute to the rehabilitation of 
retired Nationalist Chinese soldiers. This program has met a specific military 
and political objective in Taiwan and has been considered a successful solution 
to the matter which has been of some concern to Formosan and United States 
representatives there for some time. 

“While rice production is less here than in Korea, our technicians have gone 
there to try to tell them how to raise rice.” 

Comment.—The United States has not sent technicians to Korea to tell them 
how to raise rice. The principal occupation of Koreans is, of course, agricul- 
tural production, and through mutual security programs we have assisted in the 
general increase of agricultural production through demonstration of pest con- 
trol, fertilizer utilization, and other technologies—none of them specifically 
directed to production of rice, although no doubt the rice farmer has been benefited 
from this assistance along with other farmers. 

“We have sent opera singers to Italy.” 

Comment.—The Fulbright Act (not the Mutual Security Act) grants are offered 
to American students for graduate study abroad. These grants provide for 
study in any field, including music, for which facilities exist for profitable study 
in the countries concerned. Study of voice is one of the fields in which grants 
are available in Italy. The young singers receiving these grants go to Italy for 
training, rather than performance. During the current academic year there are 
seven young vocalists now studying in Italy. 

“While many of our farmers can’t get their crops to market over muddy roads, 
we build a huge six-lane turnpike in Portugal to a gambling resort.” 

Comment.—No United States aid funds, dollars or counterpart, have been used 
for highway construction anywhere in Portugal. The highway referred to was 
built by the Portuguese Government and opened to traffic some 6 months before 
counterpart funds were released. 

“We have provided free trips for Arabs who wish to visit Mecca.” 

Comment.—In August 1952, the Lebanese Government appealed to our Embassy 
in Beirut for help to provide emergency transportation for approximately 3,000 
Moslem pilgrims who were stranded in Beirut on their way to Mecca. Local air- 
lines had oversold tickets on the normally scheduled and special flights that 
were to take Moslem pilgrims from all over the Moslem world to Mecca in time 
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for the yearly pilgrimage ceremonies. When it was found that private American 
airlines could not fill the gap, the Department of State consulted with the 
Secretary of the Air Force, and it was determined that Air Force transport planes 
could be made available. 

The fact that the most powerful Christian nation in the world had come to 
the rescue of stranded Moslem pilgrims received considerable publicity in the 
Middle East and brought a grateful response from numerous prominent Moslems, 
many of whom had previously been hostile to the United States. The airlift also 
demonstrated to the people of the area the capabilities of the United States Air 
Force in an unmistakable manner. At the time it was made clear to the 
Lebanese Government that the United States could not be expected to repeat 
such a humanitarian operation in the future and it was impressed upon those 
responsible that adequate planning for commercial transportation had to be 
undertaken during future pilgrimage seasons. 

In June 1956, at the request of the Government of Afghanistan, the United 
States did supply an airplane to help transport Moslems from that country on 
their pilgrimage to Moslem Mecca. But the pilgrims paid their own way. They 
paid their fares in Afghan currency, which was used to further the joint 
Afghan-United States economic development program in this strategic country. 

“We spent $501,097 United States dollars for a wage and position classification 
study for the Philippines Government, while we only spent $204,076.29 for a 
special Senate committee study of the effectiveness of the entire $62 billion post- 
war foreign aid program.” 

Comment.—Over a 5-year period a contract with a leading United States man- 
agement organization has been under operation, dedicated to the establishment 
of study of Philippine Government organization. This has included study and 
advice regarding wage and position classification but in reality has been a much 
broader undertaking since it provided technical help to the Reorganization Com- 
mission of the Philippine Government. This commission has been very similar 
to the Hoover Commission in the United States studying the full civil-service 
system in the country and the structure of government. From this study there 
has followed the establishment of a civil service and from it have flowed some 
33 reorganization bills, over two-thirds of which have been passed by the Phil- 
ippine Congress. In addition, a security and intelligence organization has been 
established, a civil aeronautics authority, and a department of commerce. 

The studies financed with this contract and the resulting improvements in 
the organization and management of the Philippine Government have constituted 
a necessary first step in strengthening the Philippine capacity to manage its own 
resources, meet its security objectives, and make a maximum contribution to 
the same objectives in which the United States has a major interest. 

Regarding the amount of money which the Senate special committee devoted 
to a study of the entire foreign-aid program, this was, of course, a matter entirely 
up to the Senate, which elected to devote $300,000 to a short-term study, and 
actually only used $204,076.29 of this amount. 

“For example, he (William EF. Warne, Mutual Security Country Director in 
Tran) built a beet sugar refinery. It couldn't operate at capacity for 2 or 8 years 
because Tranians had to be taught to grow the necessary beets. Nevertheless, 
Warne bought machinery for a second refinery—twhich could only be stored.” 

Comment.—lIranians have always grown sugar beets, but the country was far 
from self-sufficient in sugar. The sugar beet refineries were part of an integrated 
project to make Iran more nearly self-sustaining. The project was twofold (1) 
to stimulate Iranian production of beets and at the same time (2) to build 
refineries to handle the increased production. As a result of the program, Iran 
is now approaching self-sufficiency in sugar. Both plants are installed and in 
operation. 

“When there weren't enough ready projects, for which to obligate funds, Warne, 
with the approval of his Washington chiefs, distributed United States checks 
directly to Iranian ministers. He provided cash with which the Iranians not only 
met their regular Government payrolls but raised their own salaries.” 

Comment.—The fact is that there are always more projects than funds avajl- 
able. However, the United States did assist the Iranian Government in meeting 
its payroll during the chaotic period following Mossadagh’s fall. From May 
1951 until the fall of 1954, the Iranian Government’s gross income from oil pro- 
duction was only approximately $12.7 million, received during the early months 
of 1951. This was wholly inadequate to finance both the Government’s regular 
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operating budget and the development plan. The Iranian Government did raise 
some salaries of its civil service because of the wild inflation which was sweeping 
the nation at the time and in order to consolidate the loyalty of the civil service 
behind the new Zahedi government. 

“* * * Warne built up a staff of more than 400 assistants in 10 regional 
offices. One of these offices needed 53 automobiles and 41 chauffeurs for its 55 
employees (including clerks and office boys).” 

Comment.—The ICA is not in a position to know where the figures about the 
automobiles were obtained or which regional office was referred to. American 
technicians in Iran included specialists in such fields as agriculture, health, 
home care, and the like—all necessary technical advisers in the joint development 
program. In the early days of the program it was judged desirable to have a large 
number of Americans physically present in Iran to demonstrate visibly the 
friendliness of this country toward Iranians and to buttress their determination 
to side with the West. They were located in regional offices outside the capital 
as well as in Teheran to show that the United States was helping the entire 
country and not favoring part of it. 

As for the automobiles and chauffeurs, the regional offices were equipped to 
provide transportation to technicians assigned to carry out temporary field 
operations in the region. The automobiles referred to in fact consisted of 
many types of vehicles, largely jeeps, trucks, and trailers. No other method 
of travel was available. And as for the chauffeurs they acted also as interpreters 
and guides on missions to remote areas. 

The extremely poor condition of Iranian roads also results in approximately 
one-third of staff vehicles being under repair and overhaul at any one time. 

“General Accounting Office auditors, sent out since to learn what happened in 
Iran, have reported finding new farm equipment unused because it was unsuit- 
able for. the region and no one had authority to send it elsewhere. Machinery 
and other physical assets worth at least $25 million were scattered in such a way 
that no one has yet been able to discover where they all went.” 

Comment.—There is no question but that some mistakes were made in the 
selection of equipment appropriate to Iranian conditions in the early days of 
the Iranian program. The program was on a crash basis in an effort, conceded 
to have been successful, to prevent a nation with a common border of 1,200 miles 
with Soviet Russia from falling into the Communist abyss. On the other hand, 
some of the unused equipment is explainable by the fact that it was laid up 
waiting for spare parts after being damaged in shipping. Of the “machinery 
and other physical assets * * * scattered in such a way that no one as yet 
has been able” to find it, all but 2 percent has been formally documented and 
accounted for. The remaining 2 percent is physically accounted for, but remains 
unidentified against shipping documents 
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FRIDAY, JUNE 28, 1957 


House or REPRESENTATIVES, 
CoMMITTEE ON Foreign AFFAIRS, 
Washington, D. C. 

The committee met in executive session, pursuant to call, at 2:30 
p- m., in room G-3, United States Capitol, Hon. Thomas 8. Gordon 
(chairman) presiding. 

After proceeding in executive session, Hon. Douglas Dillon, Deputy 
Under Secretary of State for Economic Affairs, was invited to testify 
on the development loan fund. 

Chairman Gorpon. Mr. Dillon, we have some questions that the 
committee would like to ask you. I believe Mr. Vorys is first. 

Mr. Vorys. The committee has under consideration the develop- 
ment loan fund and, without revealing who are offering various 
amendments, there have been proposed amendments to cut it all out 
and reduce the amount substantially, to change the way in which:it 
functions. I think perhaps the simplest way to start would be to 
have Mr. Dillon tell us how they would intend to operate the loan 
fund if they got the legislation through exactly as they want it. 

Wouldn’t that be the place to start ¢ ¢ I proposed an amendment as 
to the administration of the fund. I would be happy to ask you 
about that specifically, but I don’t know how the committee wants to 
proceed. 

In any case, there isn’t any part of the development loan fund that 
isn’t unquestioned. That is, the amounts and the authority. 

Mr. Jupp. Will the gentleman yield ? 

Mr. Vorys. Yes. 

Mr. Jupp. I think in this whole bill there has been less time given 
to and less full explanation given of this development loan fund than 
any other part. We have spent endless hours looking at charts of mili- 
tary establishments and so on and they are important. But this fund 
is a new departure, it is of the greatest importance, and I don’t feel 
that most of us are sure just what you have in mind, Mr. Dillon, as 
to how it is going to operate and why it is so advantageous or neces 
sary. 

Mr. Furron. I would like to ask Mr. Dillon what is the necessity 
of the development loan fund and why can’t existing organizations 
handle the same purposes ¢ 

Mrs. Cuurcu. I wonder if you would explain to us whether or not, 
if you were outside of Government and were given the opportunity 
to organize a $2 billion lending organization, you would want to set it 
up in just this way and, if not, what changes would you make? 
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STATEMENT OF HON. DOUGLAS DILLON, DEPUTY UNDER SECRETARY 
OF STATE FOR ECONOMIC AFFAIRS 


Mr. Ditton. Can I answer all the questions more or less at once? 

Chairman Gorpon. You may proceed if you are ready with the 
answers. 

Mr. Ditton. I will do the best I can. 

I think fundamentally we have operated under the assumption that 
the idea of economic development of lesser developed areas was some- 
thing which had been done in the past and which was generally ac- 
cepted as being in the best interests of the United States and as being 
good policy. ‘Cert: ainly all the studies that were made last year, in- 

cluding the report of your former chairman, Mr. Richards, so in- 
Sek 

Therefore, what we have tried to do—and the purpose of this de 
velopment loan fund—is different from anything that has gone before. 
It is an attempt to put this economic deve lopment on a more business- 
like and more effective long-term basis than it has been in the past, 
and on a basis with which we can continue and with which we can 
be sure that we can get the best administration possible and the best for 
our money. 

The new things about the loan fund in terms of past practice are: 
In the first place, it is a loan fund. In the past, we did loan money 
for enonomic development under section 201, but we also made grants, 
under that section and also under defense support. The proposed 
development loan fund is going to be prim: arily or practically all 
everything in this fund will be loans. The only grants made clearly 
for political purposes will be handled under the special assistance 
chapter of the bill. 

The second thing is that, in order to have a lending organization 
that is businesslike, we are establishing certain criteria whic h the fund 
should meet with all these loans to be sure that they are businesslike. 
These criteria are the ones spelled out in the bill which you have be- 
fore you. 

I think the main change is that we will move away from a basis 
whereby the various receiving countries considered themselves entitled 
to a certain level of aid—these funds that they got for economic de- 
velopment on an overall basis. ‘The countries would wonder how much 
each country was going to get in the illustrative programs that were 
submitted to the committees. They were submitted on an illustrative 
project basis but the overall figures got out—that so much money was 
going to be assigned to such-and-such a country. 

Therefore, when the time came to change these illustrative pro- 
grams, if it was necessary to change them, we ran into real political 
difficulties with these various countries. 

Under this new program, we plan to operate much as the Export 
Import Bank does, or the World Bank for that matter, on a project 
or program basis. We won't tell i countries how much they are 
going to get. When they come and ask us, we will tell them we don’t 
know, that it depends on what good projects they have and how 
those projects compare with projects in other countries. This will 
put more emph: sis on the role of the individual country in working 
out really good development projects and we think it will be a much 
sounder basis for economic development. 
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Now, to make that part of it work, since economic development is a 
long-term problem, we have to have some assurance like any other 
business institution that we are going into this on a long-term basis. 
We have to have some reasonable assurance of continuity. That is 
necessary from the point of view of countries with whom we are ne- 
gotiating so they will be interested in long-term projects and not just 
in something that will be a short-term thing because they are afraid 
there will be no money available in succeeding years. 

We also need it because we intend to work very closely with the 
kixport-Import Bank, with the World Bank, and with private invest- 
ors. That would be very difficult to do if we don’t have an assurance of 
continuity that is at least similar to what they have. 

Working on this project basis and with these criteria means that it 
will be very difficult if not impossible to meet any particular time 
schedule like we have today for the obligation of funds by a certain 
date. Our experience would be more like the E xport-Import Bank. 
The main point of this development loan fund is to try to put this 
whole oper: ation on a more businesslike basis than it has been in the 
past. That is why we have suggested it as a different means of achieve- 
ing an objective which has been recognized in the past and is recog- 
nized today: the economic deve lopment of the lesser developed areas. 
I think on an overall basis that is about the best advice I can give. 

Mr. Sevpen. Mr, Chairman, may I ask a question ? 

Chairman Gorpon. Mr. Selden. 

Mr. Seven. How did you establish the amounts you have asked for 
in the bill—$500 million for fiscal year 1958 and $750 million for both 
1959 and 1960? 

Mr. Ditton. By various means. In the first place, the great bulk of 
the studies that had been made during the past year on this subject 
indicated that it would be advisable to spend more money for this pur- 
pose than we have been spending in the past if we wanted to get 
economic development moving at a reasonable rate in these lesser de- 
veloped areas of Asia and Africa. 

As of this year, the fiscal year that ends on Sunday, I am informed 
that they will have spent for these same purposes in grants and loans 
something over $400 million. So if we are starting w ith that asa floor, 
that is what we have been doing in this field. If we are to do a little 
more it would have to be something above that. 

Also there was a roof on this in our budget presentations. We were 
to stay within those budget ceilings in which we were operating and 
$500 million was the maximum. 

Finally, with the new fund getting under way we felt it would 
probably take a little time to get it going. We didn’t want to go too 
far too fast so we picked on $500 million for the first year. 

A current study by ICA shows there is something between 1 billion 
and a billion and a quarter worth of projects that might be projects 
that would be suceptible to this type of financing, so there are plenty 
of such projects available. 

We set the figure at $750 million in the succeeding years because 
we were sure that we needed more—we didn’t know how much more, 
but that seemed like a reasonable amount and I would think that 
that should be at least that much more. It doesn’t mean that we 
will necessarily spend the full $750 million in any one of those 2 years. 
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Mr. Vorys. Mr. Chairman, on this matter of amount, I find that 
under development assistance and the President’s Asian fund ther 
is about $116 million unobligated and $412,626,000 unexpended by 
June 30. I think that proves that the present arrangement, the way 
of doing it, hasn’t moved money out very fast on loans and it proves 
that the present people who are doing it haven’t done it. 

The bill you brought up substantially has this fund being operate d, 
this vast new fund, the same as these amounts I mentioned. Can you 
explain why this amount hasn’t been obligated or expended yet ¢ 

Mr. Ditton. On the reasons for lack of obligation, I am not quali 
fied to talk. This is a detail of ICA operations. I think we do feel. 
in the overall picture of how this thing is to be operated, that we do 
want to insure that it is operated in very close coordination with the 
other lending agencies such as the Export-Import Bank and also with 
private investment. Also, it should be closely coordinated with the 
International Finance Corporation and the World Bank. ‘There is 
provision for that in the bill as we submitted it to insure that th 
fund was to be operated in that fashion. 

I think that in the way this money will be put out, it will operate 
considerably different from the past. If we do get this assurance of 
continuity, the question of whether to obligate funds in one partic ular 
territory or in another in a month or two will not be of such great 
importance. Whether the obligation of funds falls in a different 
fiscal year won’t be of sufficient importance. We will get our opera 
tions much more on a basis similar to that of the World Bank and 
the Export-Import Bank, parti icularly the latter. The fund will 
operate 1n different areas and for different purposes. It is going to 
operate in areas where there are currency exchange problems and 
where the Export-Import Bank can’t operate and it is going t 
operate with the fundamental idea of increasing economic develop 


ment instead of the fundamental idea of promoting American exports 


Chairman Gorpon. Are there any further questions / 

Mr. SetpeN. You mentioned a moment Ago that during the prese 
fiseal year you have spent approximately $400 million along the ]i 
that you thought this program would follow. This amount ine] 
both loans and grants. How much of that amount was in loa 


Mr. DILLon. I will have to vet that fieurue. 


STATEMENT OF LEONARD SACCIO, GENERAL COUNSEL, INTERNA 
TIONAL COOPERATION ADMINISTRATION 


Mr. Saccro. It is a little over $300 million in loans in fiseal 
1957 from all economie funds. 

Mr. Fuuron. Under section 201 of the Mutual Security Act there j 
a requirement that 80 percent be in loans as against “0 percen 
grants. That was $200 million out of $250 million for | UNS, 


Mr. Saccro. That is true. However, under the terms of the Middle 
East joint resolution, we were permitted to waive certain seoneialanes 
and make certain grants, where otherwise it would have to be in the 
form of a loan under the 80-20 percent proviso n. 

Mr. Futron. The Development Loan C orpor: ation will then be tak 
ing up sec tion 201 funds from here on ? 


Mr. Ditton. They will be doing that work, ves. 
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Chairman Gorpvon. Mr. Fascell. 

Mr. Fasceii. Mr. Dillon, isn’t it true under the present operation 
you can administratively set up the criteria you want to and those 
criteria would be commensurate with what you would have in this 
new development loan fund ¢ 

Mr. Ditton. You could, of course, administratively set up any 

criteria you wanted, but we thought it would be helpful to us in op- 
erating this fund if the C ongress clearly laid down these criteria and 
said that loans could be made only under such criteria. It would give 
us a stronger and better position, vis-a-vis the rest of the world, ‘and 
we think it is much preferable to have it come with the backing of the 
Congress rather than just through an administrative decision. 

Mr. Fascern. Is it not true that provision could be put into the 
present law ¢ 

Mr. Vorys. That is what we are talking about. 

Mr. Ditton. This amendment puts all those provisions in the pres 
ent law. 

Mr. Fasceri. Under the present law, administratively you could 
establish whatever priority you desire. ° 

Mr. Ditton. Do you mean between types of loans? 

Mr. Fasceti. Or projec ts or countries. 

Mr. Ditton. That is correct; we can establish any priorities. 

Mr. Fasceti. Then the two major objectives of this new program 
are (1) removing the fiseal year limitation and (2) getting a larger 
amount of money to work with. 

Mr. Ditton. And giving a feeling that those are the two major 
things and the other is giving a feeling of continuity. We feel that 
by eliminating the fiscal year requirement we accomplish something 
that is most important; we get away totally from this business of ad- 
vance allocations by countries. That has proved, I think, to be a very 
unsound and unsatisfactory method. I think all the studies that have 
been made of this general subject agree that that is something that if 
we want to be businesslike, we have to get away from. The old ap- 
proach makes us subject to political pressures, and we think this new 
ipproac h will help end that. 

Chairman Gorpon. Mr. Coffin. 

Mr. Corrix. Mr. Dillon, in the Fairless report they come up with 
the conclusion that we should not increase the use of local currencies 
for repayment of loans. This proposal contemplates very largely 
repayment of loans in local currency. I know that some members, not 
necessarily on this committee, that the Fairless report 

I merely pointed out that the Fairless report makes that conclusion ; 
that is, against what would happen under this and I just wanted your 
ittitude. 

Mr. DILLON. We felt that the Fairless report was an excellent report 
ind was most helpful to us and I think we agree with practic: ally all 
its major conclusions. We do not, however, agree with that one con 
lusion in the Fairless report that we should not make use of loans 
repavable in local currency. We think that for the purpose of getting 
development assistance started, particularly in the less developed 
reas of Asia and Africa, where the countries are not in a position to 
greatly increase their dollar obligations, it is necessary to give them 
the option of local currency re paymer nt or you are going to saddle 

them with a greater dollar debt. 
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If we did it on the basis of dollar repayments we would be just 
moving into the field of other banks. 

Mr. Corrry. I understand that reasoning. I just wanted to know 
what is the reasoning behind the Fairless conclusions. 

Mr. Ditton. I don’t know. They made that as more or less a flat 
statement and I never understood what the reasoning was. 

Mr. Corrry. I yield to Mr. Fascell, who wants to ask a question 
at this point. 

Mr. Fasceix. If these loans are repaid in local currencies, sir, is 
there not authority in this proposal that the local currency repay- 
ments need not be converted 2 

Mr. Ditton. That is correct. 

Mr. Fasceti. And that therefore ea I am not sure who 
is—would have the authority to expend those funds in that country ? 

Mr. Ditton. I think these local currencies would go back into the 
fund and all that could be done with them would be to relend them 
or to hold them. They could be sold to another branch of the Gov- 
ernment which needed them for its own purposes, but they couldn’t be 
expended for military assistance or anything like that. The only way 
they could be used for that would be, if we had a need for them and 
the Department of Defense could justify that need, we would then 
sell these local currencies for dollars to the other agency of the 
Government that needed to spend them and then they would spend 
them. The dollars would go back into the fund. 

Mr. Fascetu. Is that authority in this propos: al? 

Mr. Dimon. No: that authorit CV is not spec! fhe ‘ally in this develop 
ment loan fund since this only has to do w ith 

Mr. Fascetu. Does that authority reside in the present law ? 

Mr. Diriton. I think it does. JI will ask Mr. Saccio. 

Mr. Saccio. I think it resides in the powers of the development loan 
fund itself, to sell local currencies if it gets dollars in return for them. 

Mr. FAscetn. isii’t there provision, though, t that repayment can be 
eanceled to the fund itself / 

Mr. Ditton. Repayment can be canceled? I don’t think so; no. 
This says that we won't make loans unless we are sure that the loans 
unless we have re isonable expectation that the loans can be repaid 
except against real obligation to repay. 

Mr. Fasceiu. | understand that, but isn’t there a provision in here 
that repayment can be forgiven ? 

Mr. Ditton. Re ‘payment can certainly be put off. 

Mr. F ASCELL. If it isn’t - there, it ought to be in there. 

Mr. Smirn. It is in thei 

Mr. Fascein. I am not aii iently e xpert in international currencies 
to understand this problem I am getting at, but take, for instance, a 
loan made to country X. Country X repays it in local currencies, 
Those local currencies for purposes of conversion are not worthwhile 
converting into dollars. 

Mr. Ditton. That is correct. You often can’t convert them into 
dollars. 

Mr. Fascetyi. That means the limitation on th it money—the uses, 
you either have another Government agency to give you doll: ars for it. 
which means you are converting your own currency back and té aking 
that loss. If you do this, it means penalty you are either going 
to have to recapitalize the fund to that extent. ‘you are going to have 


CO mt ete 
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to use those local currencies in the recipient country, pursuant to some 
agreement with that country; that is, either on a reloan to that counury 
in local currency, or on the expenditure of those funds in that country. 

Mr. Ditton. That is generally correct. 

Mr. Fascert. The way I see this thing is, you would eventually get 
to the point where, to the extent of local currencies unconverted to 
dollars you would have to continue to recaptialize the fund, and I think 
we ought to understand that clearly before we go any further. 

Mr. Ditton. I think you are m: iking a very fundamental point, if 
it is not understood. I think that there is no thought in the executive 
branch of the Gove rmment that this fund with this ¢ apitalization will 
last forever. This is a capitalization for 3 years, but the point I 
imagine you are getting at is, When will this fund begin to revolve 
and become a revolving fund so that it doesn’t need further capital- 
ization? ‘That will be some time off. 

Mr. Fasceuty. As I see it, it never would be. 

Mr. Ditton. We think it would be at some point because the whole 
objective of this fund is to raise the economic progress in some of these 
areas to a level of Latin America, for example, where they have got- 
ten to a point where they are progressing fast enough th: at they can 
finance their development on their own resources or by borrowing in 
hard currencies. ‘This is now largely the case in Latin America, 
except for a few areas. So I don’t think the need for new capitaliza- 
tion would go on forever, but it could go on for a considerable 
period. 

Mr. Smirn. I think the gentleman from Florida has hit one of the 
basic problems involved in the use of this fund. 

Is it not true, Mr. Dillon, that we cannot expect that any money 
that goes out in this fund in what we refer to as a soft loan, will ever 
come back to the United States? We speak of them as loans, but 
actually is it a loan as we understand the term / 

Mr. Dition. I think there is a very good chance that you will get 
a very substantial part of this back eventually. When I say “event- 
ually,” it may be as long as 25, 30, 50 years. It may be and will very 
likely be in due time. You lend the money to the country first. They 
repay in local currency. You then relend to the country the second 
time and we would expect that by then their economic progress would 
be so much higher that they would be able to begin to repay that 
second loan at least partly in dollars. 

Chairman Gorvon. I would like to proceed with the bill if there 
are no more questions. 

Mr. Vorys. I just wanted to mention another possibility. That 
would mean that as a country improved, its currency might be val- 
uable to a third country for a given purpose so that you would be lend- 
ing currency which came out of country A, to country B, because it 
wanted to buy some stuff in country A. 

As the world develops and we get a little peace, and as currencies 
become more and more convertible, then this idea of blocked curren- 
cies begins to fade out. 

Mr. Ditton. I think that is correct; yes, sir. 

Mr. Vorys. Now, one other question: As you know, I had thought 
we should get this concept across. The Congress is used to capital- 
izing a bank, a corporation, but when they deal merely with an 
administrative agency, they ordinarily just appropriate and author 
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ize and — year by vear., In attempting to vel 0 rethine 
halfway lke a corporation, I have an amendment which would have 
the aad. by and with he advice and consent of the Senate, 
appoint Wn the ICA. mn the Department of State. a mal ager of the 
fund to perform such functions with ee to the title as the Presi 
dent might direct: but, also, to est tablis a loan committee to consist 
of vourself, the Director of ICA. and the Chairman of the Board of 


1 i 


the Export Import Bank, which shall, under the foreign policy 
culdance of the Secretary of State, establish basic financial terms and 
conditions for the operations and transaction sof the fund. 

And, then, subject to this loan committee of which you would be a 
member, a three-member committee which would establish basic finan 
cial terms the Administrator would operate. Then the Kxport Im- 
port Bank would administer the funds and instead of the Loan Ad 
visory Committee provided by the Senate, the NAC, the National Ad 
visory Committee would be—I see you have the amendment before 
you there. 

Would that be a workable arrangement as far as you are concerned / 

Mr. Dinwon. Yes, as far as the Department of State is concerned, 
that would be a very workable arrangement. We have been con 
cerned from the beginning as to how to handle this—how best to 
handle our relationships with the Export-Import Bank to be sure 
they were closely coordinated and various means have beeen sug 
gested. The Senate proposed to establish an advisory committee, but 
I would think that this particular suggestion of yours, Mr. Vorys, 
would be considerably better and simpler and I think more satisfac 
tory tous. I think we would like to have it. I think P would spell 
the thing out. Under your proposal, as I understand it, the Export 
Import Bank could administer loans ia by the fun i on the same 
basis as other mutual-security loans, as provided in section 505 of 
the Mutual Security Act. 

Mr. Vorys. It would seem to me that with this, plus the corporate 
form of reporting, we would come about AS close as we can at this 
round to tying this thing up so that it would be safe to turn over 
a substanti i] amount of money and \ we could safely avoid the project 
approach by Congress. We would have time enough that countries 
could get plan s in shape and they could come to the fund and you 


could say, “No, go back and try again,” and you wouldn't be racing 


Mr. Dirwon. | ae we would be delighted to accept this amend 
ment of yours. We think it is an excellent one. 

Chan aS Thank you very much, Mr. Dillo1 

Mr. Furron. I would like 1 minute on the capitalization item 


that involves $2 billion. 


to pick out money for fear the time might run out on it. 


Mr. Jupp. I ee a que stion to ask. 


Mr. SMITH. Mr. hairman, | Vi uld like to iV. if | mioht have the 
flo for just a moment, and I do it with respect Sidhe tama tr Lt 
[ think this effort at this time of the day to put this bill o er is untor 
tunate We came here and started our session at 5 minutes to ri this 
morning, we adjourned at 10 minutes to 1 and we came back here at 
10 minutes to 3 and we are expected n¢ to complete work on the bill 
for submission to the House. I think that is very, very questionable 


: , 
practice under the citcumstances 
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Mr. Jupp. Mr. Chairman, I would rather not get the bill out until 
the week after next than get it out in a form that I can’t defend or 
that we haven't really taken time to chew over and understand. 

Mr. Furron. Can’t we ask a question On the capitalization of a $2 
billion corporation ¢ 

Chairman Gorpon. Mr. Fulton, you may ask your question, 

Mr. Fuuron. I think it involves a deeper question than Mr. Smith 
has raised because some of us are trying to understand the workings 
of a $2 billion corporation here, that is going to be set up as a con 
tinuing body. It 1s like setting up. as Mrs. Chureh has pointed on 
a $2 billion bank. It is taxpayers’ money and I am afraid that Iam 
not even going to be able to leave my proxy to vote out a bill in a 
hurry like this. 

Mrs. Cuurcu. Should we then consi der whether we might be im 
danger, under your report, of providing insufficient funds to provide 
an adequate test ¢ One might be ariihal the whole proposition but 
still feel, if the matter is to be tried, that they should be given enough 
to make an honest and effective test. 

I would like to oe Mr. Smith in statine that to rush out a bill is 
not going to make it any easier to defend, but will make the legisla 
tion much easier a oppose, espec lally when it then becomes known 
that we spent about 5 hours at a minimum in quick action on the bill. 

Ordinarily, I like to expedite action, but this is a pretty important 
piece of legislation. 

Chairman Gorvon. It is at the discretion of the committee whether 
or not we go ahead. 

Mr. Furron. I had iat up the question of having a repre- 


sentative of another agency, possibly the Secretary of the Treasury, 
countersign any Sana loan obligation or commitment—in ex 


cess of $25,000. That would mean that this particular development 
loan authority, plus the Secretary of the Treasury’s representative, 
would have to sign. 

Secondly, on the loans over $10 million, I felt that both the Secre 
tary of the Treasury and the Secretary of State should have to certify 
as to the necessity of those loans, if the Advisory Loan Committee 
had a majority against the Administrator of this development loan 
fund. 

Next, on the matter of capitalization, we mm the United States have 
foreign loans coming due all the time and in the period 1957 ¢ 
1962 there will be $4,200,000 coming due on loan payments that are 
going into the United States Treasury from various agencies. 

Could we use the money coming in from current existing loans, 
current principal and interest, during this period, as part of the 
capital so we wouldn’t have to appropriate and authorize more money 
here? You are talking about $500 million now the first year. Pos 
sibly on the loan payments that are coming in on United States 
foreign loans abroad, we could diminish the future authorizations 
and appropriations to the capital of this development loan agency 
by the amount that is coming in on our current loans. Is that pos- 
sible ? 

Mr. Ditton. You have asked a number of questions. I will answer 
that last one first, if I may. 


} 
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The things that are coming in now, we have analyzed that 
that $4 billion figure—and it includes a great many payments, the 
bulk of them in local currencies. 

Mr. Futton. I realize that. 

Mr. Driion. Local currencies will not answer the problem of pro- 
viding these countries with equipment and things for which they need 
foreign exchange and this $500 million was set up with the idea of 
securing foreign exchange. 

Mr. Furron. Would you recommend against that? 

Mr. Dixon. I think so, yes. 

Mr. Forton. If you will submit the answers to my points for the 
record, I would appreciate it. 

(The information is as follows:) 

With respect to the first question, all lending activities of the United States 
Government must, by law, be coordinated by the National Advisory Council, 
which is established under the chairmanship of the Secretary of the Treasury. 
Therefore, this procedure which already exists would appear to take care of 
the proposed requirement that the Secretary of the Treasury countersign any 
obligation in excess of $25 million. 

With respect to the second question, the proposal raises a serious question 
as to the line of authority to be established in administering the fund. The 
Senate amendment left the Administrator of the fund in charge, but provided 
certain procedures when he failed to follow the advice of the Advisory Com 


mittee. The proposal to have the Secretary of State and the Secretary of the 
Treasury countersign certain loans places upon them a certain responsibility 


for day-to-day operations of the fund, and correspondingly diminishes the 
responsibility of the chief administrative officer. 

The problem outlined here would not arise under the proposed amendment 
by Mr. Vorys, which Mr. Dillon indicated was acceptable to the Department 
of State 


Mr. Jupp. When the Secretary was here the suggestion was made 


that even though we «¢ 


g granted authority to borrow from the Treasury 
$750 million a year, the Congress would still have su a ervis 45 and 
think even the word “control” was used—we would still | » super 
vision and control over it. The gneataon was ised : dj it was said 
that point, the details of it, would be dis ee when you were before 
us, I would like ie) have you expl: ain how ihe naar \ ould have 
any control in later years if it were pa issed 1 present form. 


Mr. Ditton. There is a letter in pase det: ‘iL on that point com) or 
up this afternoon from the ICA. However, unde the Govern ient 
Corporation Control Act, as I understand, we have to submit a 
budget not only for the past but what we estimate for the future 
and there is specific provision in there that Congress may take what 
ever action it wishes to further limit our powers. The legislative 
history is very clear that oat was put in for the e xpress purpose of 
giving the Congress a second shot at all these corporations each year. 

Mr. hye Does each of the Government corpor: ations submit its 
proposals o ‘ budget for each year to us? To what body do they 
come / 

Mr. Ditton. They come back to the Appropriations Comunittee. 

Mr. Jupp. And at that point the review wouldn’t be held a this 
committee, but by the Appropriations Committee? And if at any 
time as it looked it over, that committee felt ICA was not sean rly 
using or planning to use properly the $750 million to be borrowed, 
it could write a restraint upon it or a limitation: is that right? 
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Mr. Ditton. The Appropriations Committee could do that but this 
committee would also have the review because the authorizing legis- 
lation for the rest of the mutual security program would come to 
you every year and at the same time they would tell you all about 
operations of this fund so you could have a crack at 1t—both com- 
mittees. 

Mr. Jupp. We would not need to authorize appropriations for the 
fund but we could pass limitations on it so they don’t have carte 
blanche to that money. 

Mr. Fascenn. Mr. Chairman, I think one thing ought to be elari- 
fied before Mr. Dillon leaves. 

(The committee thereupon proceeded further in executive ses- 
sion. ) 


(The following material has been submitted for inclusion in the 
record :) 


May 22, 1957. 
Hon. JOSEPH CAMPBELL, 
Comptroller General of the United States, 
Washington, D.C. 

DEAR MR. CAMPBELL: Attached are 8 copies of a memorandum prepared by 
my staff in response to a paper you sent me on January 9, 1957, titled “Re- 
view of Presentation of Nonmilitary Mutual Security Program for Fiscal Year 
1957.” The attached memorandum is an analysis of recommendations in your 
paper as well as a statement of ICA’s reaction to each. 

Though I have not been able to accept all your proposals, I would like to 
thank you once again for this fine study, to assure you that it has been of real 
assistance and to welcome any further comments or suggestions you may have for 
improving the effectiveness of the mutual security program. 

Yours very sincerely, 
JOHN B. HOLLISTER. 


Repty tro GAO Srarr MEMORANDUM OF JANUARY 9, 1957, SUBJECT: “REVIEW OF 
PRESENTATION OF NONMILITARY MUTUAL SECURITY PROGRAM FOR FISCAL YEAR 
1957” 


INTRODUCTION 


The GAO staff memorandum of January 9 is addressed to 2 problems; 1 
has to do with programing and the other with the congressional presentation of 
nonmilitary aspects of the mutual security program. Analysis of the memo- 
randum reveals 12 specific recommendations, 4 of which relate to programing 
and 8 to the congressional presentation. 

It is the purpose of this paper to identify the GAO proposals, whether express 
or implied, to state what action, if any, has been taken, or is intended, with re- 
spect to each, and to give, where appropriate, the reasons for the ICA position. 

This paper follows the outline of the GAO staff memorandum. 


I. Program formulation and review 


A. Proposal No. 1 (implied).—There should be a single office in ICA where, 
with respect to any country, all relevant budget and program information is 
maintained. 

Admittedly, establishment of such an office would facilitate comprehensive 
studies by the GAO or other outside groups of ICA budget and programing prac- 
tices and would obviate the need for contacting various individual offices. In 
terms of ICA operations, however, and in terms of its own planning and budzet- 
ing needs, there is no sufficient requirement for establishing such an office. The 
expense involved could not be justified by the limited benefits to be achieved. 
The present practice of maintaining this kind of information at the country 
desk level has proved satisfactory for ICA needs. There is a continuing effort 
to improve and standardize recording of such information by the desk officers 
and beyond this no further action is deemed advisable. 

B. Proposal No. 2 (implied)—ICA should institute a systematic procedure 
of recording, and filing at one central point, (a) each change which occurs in 
(i) the level of country aid and (ii) the components of a country program from 
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the time annual programing is instituted up to the congressional presentation 
and (b) the reasons for each such change. 

To follow this recommendation would involve a most difficult administrative 
burden for, from the time annual programing is begun until the congressional 
presentation is made, there can be literally dozens of changes in levels and com- 
ponents of individual country programs. Decisions accomplishing these changes 
are made in some instances at every level from the mission director to the Presi- 
dent himself. To require each individual to record in writing the reasons for 
making a change and then to require central filing of such statements would be 
so time consuming that it would leave practically no time for effectively operating 
the program. 

Furthermore, it is doubtful whether the availability of information of this 
character would in fact materially facilitate the work of Congress in reviewing 
the soundness of executive branch proposals to the Congress. Assuming that the 
programs finally recommended in the congressional presentation are themselves 
adequately presented and fully justified, there would appear to be no reason 
for going back and retracing, analyzing and explaining all of the many inter 
mediate stages in the development of such programs. On the contrary, the great 
volume of such information could only be confusing. 

Lastly, if for some reason, in a special instance, it should appear desirable and 
appropriate to trace the recommendation of the executive branch with respect to 
a program or project back through all of its previous stages to its inception, it 
would be possible, subject, of course, to the frailties of human memory, to do 
just that. As a general rule, each country desk officer will have available docu 
ments which reflect significant changes in the proposed level and composition of 
a projected program, or at least of those incorporated in the first budget submis 
sion. Moreover, if his files do not reflect the reasons for each such change, he 
himself will usually be able to provide that information. In cases where numer 
ous changes have been effected in the course of reviewing budget submissions at 
higher levels in ICA, in, or as a result of, interagency discussions at the cabinet 
or subcabinet level, or by decision of the President, these may not all be re 
flected in country desk files and it might be necessary to consult with those who 
made the decisions. 

IT. Possible overprograming for project-type aid 

A. Proposal No. 3.—ICA should make every reasonable effort to avoid accumu 
lating obligations which by reason of existing unfulfilled commitments are not 
likely to be implemented for a long time. 

ICA has been continuously attempting to achieve this goal, through the 
establishment of procedures and forms which are designed to identify for purposes 
of remedial action those situations which involve possible overprograming, 
through the issuance of programing instructions which emphasize the importance 
of avoiding this practice, through the education of ICA personnel, and through a 
process of executive program review which is intended to expose and eliminate 
instances of overprograming which may escape the attention of country and desk 
level programers. There is no doubt, however, that in the early stages of the 
mutual security program, when missions were first being constituted and when 
experience in operations in less developed countries was lacking, some over 
programing did occur; at least in the sense that programers sometimes estimated 
a rate of program execution which subsequent events indicated was over- 
optimistic, and consequently, requested financing for certain projects in advance 
of the year when such financing in fact proved to be necessary. The General 
Accounting Office has been helpful in bringing situations of this sort to our atten- 
tion and in suggesting methods by which improvements could be made. It is 
believed that great progress has been made in this regard. ICA recognized, 
however, that there is still room for improvement. 

With respect to the five specific projects cited in the memorandum as illustrative 
of the tendency to overprogram. ICA comments may be found in the April 10, 
1957, testimony of ICA representatives before the International Operations Sub- 
committee of the Committee of Government Operations, House of Representatives 
(pp. 154-166). Examples of progress made to improve programing are also 
cited in this testimony of April 10. 

It should be here observed that, as illustrated in the foregoing testimony, cases 
which, on superficial examination, appear to represent cases of overprograming 
may, frequently, prove not to be such. Thus, projects involving complex equip- 
ment often require the obligation of substantial funds years before actual expendi- 
ture. This is occasioned by the long period which must necessarily elapse 
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between the date when a project finally becomes firm and the time when the 
equipment required for the project has been manufactured and delivered and bill 
therefor has been paid. Situations of this kind are frequent, and simply reflect 
the facts of life in the field of major projects; and it is not appropriate to 
characterize accumulation of obligations which these situations require as the 
“stockpiling of obligations.” I think such a phrase is particularly unfortunate 
since it unfairly implies that overprograming, in cases where overprograming 
has occurred, represents a deliberate and wrongful attempt to circumvent govern- 
ment financial regulations or to disregard sound fiscal procedures rather than, as 
has ordinarily been true, an honest but over optimistic estimate of the probable 
rate of progress of the project involved. 

B. Proposal No. 4.—I1CA should screen future program estimates more critically 
with the objective of ascertaining whether, given (i) the status of already avail- 
able funds, (ii) the capabilities of the recipient country for effectively using 
assistance, and (iii) United States capabilities for necessary implementing 
actions, additional funds are really required in the ensuing fiscal year and, if so, 
in what amount. 

This proposal coincides with ICA’s own views and with what ICA believes 
is current practice. In this connection, the discussion under proposal No. 3 
applies here. ICA screening of program estimates is conducted with continually 
increasing discrimination. 

III. More comprehensive presentation of proposed programs to the Congress 

Before considering the specific proposals on this subject, it is appropriate to 

omment on their thrust, to wit: That past congressional presentations were not 
sufficiently comprehensive to permit informed action by the Congress. 

Without intending to imply that its performance cannot and should not be 
improved, it is nonetheless ICA’s judgment that intimation is generally un- 
warranted. It results, ICA believes, from the fact that those who prepared the 
GAO memorandum disregarded the fact that the formal congressional presenta- 
tion books, to which the memorandum is exclusively directed, represent only 
1 of the 3 major components of the congressional presentation by the executive 
branch of its annual program proposals. The other 2 components—(1) the 
weeks of testimony before each of 4 committees and (2) the large number of 
special documentary submissions offered to, or requested by and submitted to, 
the committees during the hearings—are just as important to the presentation 
of a comprehensive understandable case as the formal presentation books. It 
does not make sense to accept a judgment as to the general adequacy of our 
presentation that is based on one-third of our evidence, even though suggestions 
as to the ways in which that one-third can be improved are welcome. 

With respect to the scope and volume of data in the presentation books them- 
selves, those charged with its preparation are guided principally by two factors. 
In the first place, they must make certain that the books contain what they be- 
lieve is the basic outline of, and justification for, the executive branch case for 
the authorization and appropriation of the funds requested, together with as 
much supporting data as physical limitations will permit. This should include, 
as to each program, a statement of what has been accomplished in the past, the 
present status of operations, and what is planned to be done with the funds re- 
quested. In the second place, the length, general format, scope, etc., of the pres- 
entation books should take into account the desires and needs of the particular 
committees to which the congressional presentation will be made. This year, as 
in the past, although perhaps even to a greater extent than previously, there 
has been extensive consultation on the subject with the ranking members of 
these committees and their staffs, and it is believed that the presentation books 
reflect as far as this is possible, the general consensus of their views in this re- 
gard. In this connection, the desire for completeness and full detail—for pres- 
entation documents that are self-contained tell the whole story, and answer all 
the foreseeable questions—must be weighed against the necessity for books 
that, in terms of their size, format, and contents, can be most readily digested 
and used by the persons for whom they are intended, the members and staffs 
of the committees to whom the presentation is made. 

It should be clear then that the type of formal presentation books that have 
been used, as well as the other aspects of the presentation, reflect the judgments 
of a great many people, and particularly of those people who are charged, on be- 
half of the Congress, to receive and review the executive branch proposals. All 
that can be said is that continuing efforts are made by all concerned to improve 
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these books and that the recommendations in the memorandum, like those from 
other sources, have been carefully considered. Where they appeared useful, 
they have been adopted, and it is hoped that the General Accounting Office will 
continue to provide us with its comments and suggestions in this report. 

A. Proposal No. 5, project-type aid.—ICA should include in its regular presenta- 
tion books, in addition to the information included about projects in the fiscal 
year 1957 presentation books, the following information concerning all major 
continuing projects (regardless of whether additional funds are requested for 
fiscal year 1958) : 

(a) The year in which the project was initiated. 

(b) Cumulative obligations, subobligations and expenditures. 

(c) Recipient country momentary share to date. 

(d) Estimated additional cost to completion as to United States and 
recipient country participation. 

(e) Significant features, problems, conditions, or other aspects of the 
project that bear on its initiation or implementation. 

ICA agrees that such information can be usefully included in the formal pre 
sentation books. This information was available last year for use during the 
presentation hearings, but this year it will be affirmatively offered. 

B. Proposal 6, nonproject type aid.—Narrative statements in the formal presen- 
tation books supporting the level of nonproject type aid requested for any coun 
try: (a) should be more complete, detailed and explicit than in the past in 
explaining the factors on which such estiniates were based and the relative weight 
to be ascribed to each, and; (6) should, where this is the case, acknowledge 
the fact that political considerations were governing and attempt to analyze 
them more carefully. 

As stated in the general observations at the beginning of part III, ICA con 
tinually tries to improve the presentation books, taking into account the two 
major factors which affect their preparation. ICA also agrees that the narrative 
justifications in these books can be further improved, and believes that these 
justifications will probably always be susceptible to some further improvement 
However, it is important to recall the earlier observation that the oral testimony 
of many witnesses constitutes an essential and integral part of the congressional 
presentation and that there are many matters, such as the weight to be accorded 
various factors in determining the aid level in a particular country or the extent 
to which, where this is the case, political considerations have affected the develop 
ment of the program, which are sometimes better handled through the ora! 
testimony of experts than through narrative material in the formal presentation 
books. ICA also agrees that where the level or composition of a program is 
wholly or partly governed by political considerations this fact should be clearly 
stated and fully explained as part of the presentation, although not necessarily, 
for the reasons indicated above, in the presentation books themselves. However 
ICA believes that this practice has in fact normally been followed in the past. 

C. Proposal No. 7, distinction between project and nonproject assistance 
Future summaries of financial data, such as the “Summary by major cost com 
ponents” and the “Summary of commodity imports,” should show clearly and 
separately, the amount of each component applicable to project and nonproject 
assistance. 

ICA agrees with proposal No. 7 and, in the presentation books for fiscal year 
1958, summaries of financial data will clearly distinguish between project and 
nonproject assistance. It might be noted here, that in its budget call of 
August 22, 1956, ICA had already made provision for clearly distinguishing 
between the amounts of aid for project and nonproject assistance and that this 
proposal merely confirms (as is the case of most of these proposals which ICA 
believes has merit) the value of a prior ICA action 

D. Proposal No. 8, financial pipeline, nonproject assistance.—As to nonproject 
type aid, the congressional presentation books should include: (@) Data on the 
financial pipeline of unshipped commodities for each recipient country, similar 
to that contained in the presentation to the Bureau of the Budget, together 
with (b) an aging of unliquidated obligations by year of initial obligation and 
appropriate remarks as to the reasons for long outstanding obligations. 

The congressional presentation books for fiscal year 1958 will show certain 
pipeline information of a kind heretofore only made available (but nonetheless 
available) in separate tables, including information as to the opening pipeline 
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on June 30, 1956, the new obligations incurred in the first 8 months of fiscal 
year 1957, the actual expenditures as of February 28, 1957, the estimated ob- 
ligations and expenditures for the period March 1, 1957, to June 30, 1957, and 
the estimated closing pipelines on June 30, 1957. Beyond this, it is deemed 
impractical to include further information on the “pipeline” in the presenta- 
tion books themselves. Additional information, however, will be available in 
the form of supplemental tables which can be submitted if requested. With 
respect to including an “aging” statement .such an exercise would involve a 
great deal of work with no corresponding benefit. Such information appears 
to be of no real use or relevancy in any event. 

E. Proposal No. 9, other costs.—Since the category “Other costs” is used to 
describe a portion of a program and represents a significant portion of that 
program, the presentation books should identify and describe the components 
thereof or restrict the use of the category to minor activities. 

ICA agrees fully with this proposal. By previous instruction, offices respon- 
sible for preparing these materials had been ordered, by footnote or otherwise, 
to identify “Other costs,” not only where they represent a significant portion 
of a country program, but also where they are substantial in amount even 
though representing a small portion of the total program. 

F’. Proposal No. 10, local currencies.—ICA should include in the presentation 
books data with respect to local currencies programed or expected to be pro- 
gramed to ICA from proceeds of Public Law 480 sales. 

It is ICA’s position that this material is so complicated and voluminous that 
to include it in the presentation books would lead to confusion and would create 
an imbalance in the presentation books by unduly increasing their volume. For 
that reason, it is planned to have special testimony before each committee on 
the agricultural programs and related problems, one of which is local currency 
allocations arising out of Public Law 480 sales. In connection with this testi- 
mony there will be a formal submission for the record of a detailed and com- 
prehensive statement which will include information of the kind described in 
this proposal. In this connection, also, attention is called to the fact that there 
was very extensive testimony on his subject as part of the fiscal year 1957 pres- 
enation and ICA believes that the Congress had before it, when it passed on the 
mutual security program, very adequate information as to the ways in which 
past and prospective Public Law 480 sales and local currency accumulations 
affected the need for mutual security appropriations. 

G. Proposal No. 11, information of the character called for by section 513, of the 
Mutual Security Act.—ICA should include in its formal presentation books cur- 
rent data of the kind submitted pursuant to section 513 of the Mutual Security 
Act of 1954, as amended. 

ICA does not believe that the adoption of this proposal would be helpful to 
the committees in connection with their consideration of future program requests. 
The inclusion of the material suggested would merely lengthen the already 
lengthy presentation books, create serious format problems, and yet add nothing 
to information already available to the committees in another form. It is an- 
ticipated that there will be a section 513 report to Congress about the time the 
congressional presentation begins, and this should include information which is 
as current as any that might be placed in the presentation books. 

H. Proposal No. 12.—The presentation books should include a statement on 
additional funds which became available during the current year for program 
use by transfers, Presidential determinations, reobligations, and other author- 
ized means. 

Most information of this kind is contained in section 513 reports. The com- 
ments made on proposal No. 11, therefore, apply. 

In conclusion, as representatives of ICA said in the hearings before the Inter- 
national Operations Subcommittee of the House Committee on Government Op- 
erations, ICA would like to emphasize its appreciation to you and your staff 
for making available the foregoing suggestions for improving ICA’s procedures, 
processes and practices in the programing, and in the presentation to the 
Congress of the annual mutual security program. The development and justi- 
fication of this program are at best very complex and difficult tasks, and ICA 
will always welcome any recommendations which you have that may contribute 
constructively toward improving its performance of these tasks. 
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(The following letter has been received for inclusion in the record :) 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, July 8, 1957. 
Hon. THomas S. GorRDON, 
Chairman, Committee on Foreign Affairs, 
House of Representatives. 

DEAR Mr. CHAIRMAN: During an appearance before your committee on June 
25, 1957, we were requested to submit for your consideration any recommenda- 
tions that we wish to make for changes in the provisions of the mutual security 
legislation pertaining to military assistance. It is our understanding that the 
committee is particularly interested in any changes that would give fuller recog- 
nition to the fact that the military assistance program is a mutual endeavor, and 
its effectiveness depends to a considerable extent upon reaching a full and mutual 
understanding with the recipient countries before supplying aid. 

We do not have any recommendations for changes in existing legislative pro- 
visions covering these bilateral arrangements. The provisions of section 142 of 
the Mutual Security Act of 1954, as amended, set forth the nature of the agree- 
ments that must be reached before furnishing aid and are, in our opinion, suf- 
ficiently comprehensive if their spirit and intent are fully observed by both 
parties in reaching and in executing such agreements. While the legislative pro- 
visions could be expanded or made more restrictive, such provisions could hamper 
the administration and execution of the military assistance program without 
being effective insofar as actions of other governments may be involved. 

The decision as to whether it is desirable to define further the terms under 
which the United States undertakes broad diplomatic negotiations with other 
nations is, of course, a matter for determination by the Congress, and our fore- 
going remarks are made for the purpose of assisting your committee in its 
deliberations on the pending mutual security legislation. 

Sincerely yours, 
JosEPH CAMPBELL, 
Comptroller General of the United States. 








